UNITED STATES
INTERNATIONAL TRADE COMMISSION

In the Matter of:
Investigation No.:
DRAMS AND DRAM MODULES 701-TA-431 (Preliminary)

FROM KOREA

Pages: 1 through 150
Place: Washington, D.C.

Date: November 22, 2002

HERITAGE REPORTING CORPORATION
Official Reporters
1220 L Street, N.W., Suite 600
Washington, D.C. 20005
(202) 628-4888



THE UNITED STATES INTERNATIONAL TRADE COMMISSION

In the Matter of:
Investigation No.:
DRAMS AND DRAM MODULES 701-TA-431 (Preliminary)

FROM KOREA

~— — — ~—

Friday,
November 22, 2002

Courtroom B
U.S. International
Trade Commission
500 E Street, S.W.
Washington, D.C.
The preliminary conference commenced, pursuant to
Notice, at 9:30 a.m., at the United States International

Trade Commission, LYNN FEATHERSTONE, Director of

Investigations, presiding.

APPEARANCES:

On behalf of the International Trade Commission:

Staff:

LYNN FEATHERSTONE, DIRECTOR OF INVESTIGATIONS
BONNIE NOREEN, SUPERVISORY INVESTIGATOR

MARY MESSER, INVESTIGATOR

MARY JANE ALVES, ATTORNEY/ADVISOR

JOHN GIAMALVA, ECONOMIST

JAMES STEWART, AUDITOR/ACCOUNTANT

SCOTT BAKER, COMMODITY-INDUSTRY ANALYST
ROBERT CARR, COMMODITY-INDUSTRY ANALYST

Heritage Reporting Corporation
(202) 628-4888



APPEARANCES: (cont'd.)

In Support of the Imposition of Countervailing Duties:

On behalf of Micron Technology, Inc.:

STEVEN R. APPLETON, Chairman, President & CEO,
Micron Technology, Inc.

MICHAEL W. SADLER, Vice-President, Worldwide
Sales, Micron Technology, Inc.

MARK W. LOVE, Senior Vice-President, Economic
Consulting Services, Inc.

GILBERT B. KAPLAN, Esquire
MICHAEL D. ESCH, Esquire
BONNIE BYERS, Economist
Hale and Dorr, LLP
Washington, D.C.

In Opposition to the Imposition of Countervailing
Duties:

On behalf of Samsung Electronics Co., Ltd.; Samsung
Semiconductor, Inc.; and Samsung Austin Semiconductor,
LP:

WARREN E. CONNELLY, Esquire
Akin, Gump, Strauss, Hauer & Feld, LLP
Washington, D.C.

On behalf of Hynix Semiconductor, Inc. and Hvynix
Semiconductor America:

GARY SWANSON, Vice-President of Sales, Hynix
Semiconductor America

DONG GYUN KIM, Process Engineering Director, Hynix
Semiconductor America

JUSEON KIM, Accounting Manager, Hynix
Semiconductor America

DANIEL L. PORTER, Esquire
JAMES P. DURLING, Esquire
MIRIAM A. BISHOP, Esquire
Willkie, Farr & Gallagher
Washington, D.C.

Heritage Reporting Corporation
(202) 628-4888



STATEMENT OF GILBERT B. KAPLAN, ESQUIRE,
HALE AND DORR, LLP

STATEMENT OF STEVEN R. APPLETON, CHAIRMAN,
PRESIDENT & CEO, MICRON TECHNOLOGY, INC.

STATEMENT OF MICHAEL W. SADLER, VICE-PRESIDENT,
WORLDWIDE SALES, MICRON TECHNOLOGY, INC.

STATEMENT OF MARK W. LOVE, SENIOR VICE-PRESIDENT,
ECONOMIC CONSULTING SERVICES, INC.

STATEMENT OF MICHAEL D. ESCH, ESQUIRE,
HALE AND DORR, LLP

STATEMENT OF BONNIE BYERS, ECONOMIST,
HALE AND DORR, LLP

STATEMENT OF DANIEL L. PORTER, ESQUIRE,
WILLKIE, FARR & GALLAGHER

STATEMENT OF MIRIAM A. BISHOP, ESQUIRE,
WILLKIE, FARR & GALLAGHER

STATEMENT OF GARY SWANSON, VICE-PRESIDENT OF SALES,
HYNIX SEMICONDUCTOR AMERICA

STATEMENT OF WARREN E. CONNELLY, ESQUIRE,
AKIN, GUMP, STRAUSS, HAUER & FELD, LLP

STATEMENT OF JAMES P. DURLING, ESQUIRE,
WILLKIE, FARR & GALLAGHER

Heritage Reporting Corporation
(202) 628-4888

PAGE

11

16

21

33

36

69

72

78

82

90



© 00 N oo o B~ wWw N P

N NN N NN R R R R R R R R R
gag A W N P O © 0o N oo 0o M W N - O

PROCEEDINGS
(9:30 a.m.)

MR. FEATHERSTONE: Good morning. Welcome to the
United States International Trade Commission's conference in
connection with the preliminary phase of countervailing duty
investigation Nos. 701-TA-431 concerning DRAMs and DRAM
Modules From Korea.

My name is Lynn Featherstone. I'm the
Commission's Director of Investigations, and I'll preside at
this conference. Among those present from the Commission
staff are Jim Stewart, the auditor and financial analyst;
Bonnie Noreen, the supervisory investigator; Mary Messer,
the investigator; Mary Jane Alves, the attorney/advisor;
John Giamalwva, the economist; Scott Baker, the industry and
commodity analyst; and we're honored to be joined also by
Bob Carr, who's the head of our Electronic Technology and
Equipment Unit.

The purpose of this conference is to allow you to
present to the Commission through the staff your views with
respect to the subject matter of the investigation in order
to assist the Commission in determining whether there is a
reasonable indication that an industry in the United States
is materially injured or threatened with material injury or
that the establishment of an industry in the United States
is materially retarded by reason of imports of the
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merchandise which is the subject of the investigation.

Individuals speaking in support of and in
opposition to the petition have each been allocated one hour
to present their views. Those in support of the petition
will speak first.

The chair may ask questions of speakers either
during or after their statements. However, no cross-
examination by parties or gquestions to opposing speakers
will be permitted. At the conclusion of the statements from
both sides, each side will be given ten minutes to rebut any
opposing statements, suggest issues on which the Commission
should focus in analyzing data received during the course of
the investigation and make concluding remarks.

This conference is being transcribed, and the
transcript will be placed in the public record of the
investigation. Accordingly, speakers are reminded not to
refer in their remarks to business proprietary information
and to speak directly into the microphones. Copies of the
transcript may be ordered by filling out a form which is
available from the stenographer.

You may submit documents or exhibits during the
course of your presentations. However, we will not accept
materials tendered as business proprietary. All information
for which such treatment is requested must be submitted to
the Secretary in accordance with Commission Rule 201.6.
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Any documents that are letter size and copiable
will be accepted as conference exhibits and incorporated
into the record as an attachment to the transcript. Other
documents that you would like incorporated into the record
of the investigation should be submitted as or with your
post-conference briefs.

Speakers will not be sworn in. However, you are
reminded of the applicability of 18 USC 1001 to false or
misleading statements and to the fact that the record of
this proceeding may be subject to court review if there is
an appeal. Finally, we ask that you state your names and
affiliation for the record before beginning your
presentations.

Are there any questions?

(No response.)

MR. FEATHERSTONE: TIf not, welcome, Mr. Kaplan.
Please proceed.

MR. KAPLAN: Certainly. Thank you, Mr. Chairman,
and thank you all for joining us here today. We certainly
appreciate the opportunity to appear before you and make our
presentations on this very important case.

Let me introduce our panel to begin with because I
think we have some very good people and some people who know
a great deal about this industry. First, to my right is
Steve Appleton, who is the president, chairman and CEO of
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Micron Technology. Mr. Appleton I don't believe has
appeared before the Commission before and will provide an
overview of the situation that led to the filing of this
case and the impact that Korean subsidies have had on the
DRAM market in the United States and on Micron in
particular.

Then we will hear from Mike Sadler, vice-president
for worldwide sales for Micron, who will discuss the
unprecedented drop in DRAM prices over the past several
years and the type of competition that Micron encounters
with Korean producers.

Next, to my left, Mark Love from Economic
Consulting Services will discuss how the excess Korean DRAM
supply in the U.S. market has affected pricing conditions.
Mike Esch, far to my right there, from Hale and Dorr will
discuss products and domestic industry, and Bonnie Byers, an
economist at Hale and Dorr, will briefly discuss threat of
injury.

Let me just give some brief opening remarks if I
could before turning it over to our distinguished witnesses.
This is a very important case for Micron, as well as for
Infineon, and I should add that Infineon is here with us,
though not at the table, but they are supporting the case.
Infineon and Micron are the only two companies still
producing DRAMs in the United States besides the two Korean
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companies.

This case is important because it seeks to address
a truly outrageous practice that is occurring in Korea --
the targeting of the Korean DRAM industry as a whole and in
particular the bailout of a company that if it were left to
operate under normal market conditions would be out of
business or at a minimum would be a fraction of its former
size.

The Commission and the Commerce Department
together have the opportunity to deal not only with the
specific instances in this case, but to send a strong
message to all countries that market mechanisms should pick
winners and losers, not national governments. This case
demonstrates all the traditional factors of causation and
injury to the domestic DRAM industry.

Imports from Korea have been increasing,
particularly since the lifting of the antidumping order on
Hynix that was announced in October, 2000. Korean
producers' share of the United States market is up over the
period of investigation, while the U.S. producers' share is
down. Pricing has decreased across the board, as will be
discussed, at rates that far outpace any normal downward
price trend that you would anticipate in this industry. 1In
addition, there is clear evidence of price underselling,
which has resulted in significant suppression and depression
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of DRAM prices in the United States market.

Hynix and Samsung alone account for nearly half of
global DRAM production. Korean producers, therefore, play a
major role in establishing the supply in the U.S. market and
consequently the prices at which DRAMs are sold in the
United States. Micron has watched prices fall by nearly 90
percent in the past two years. Micron has done what a
rational DRAM producer should do during a downturn. It has
tightened its belt, cutting costs and delaying capital
expansion plans that would only exacerbate the oversupply
problem.

Not so the Korean companies. They continue to
ramp new capacity. The Korean companies had to borrow
extensively and take on a lot of debt to fund these
expansions. Much of this funding came from government banks
like the Korea Development Bank going over many years.

To make matters worse, when Hynix found itself
unable to repay its debt the Korean Government stepped in to
profit up with over $12 billion in assistance last year
alone. These subsidies have the impact of prolonging and
exacerbating an already unprecedented downturn in the DRAM
market, enabling Hynix to continue to produce at full
capacity. While Micron sees stiff competition from both
Korean companies, Hynix in particular has engaged in
aggressive sales practices in the U.S., as others on the
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panel will elaborate.

As Mr. Appleton will tell you, Korean competition
in the U.S. market has caused significant harm to Micron
resulting in two years of unprecedented operating losses and
forcing Micron to cut spending on expenditures that help
keep Micron at the cutting edge of DRAM production. This is
unacceptable, particularly when the cause is the Korean
Government underwriting the continued existence of an
otherwise bankrupt company. The United States has already
lost all the rest of the U.S. based DRAM producers. We need
to take action here so we don't face any continuation of
that trend.

I also want to note one thing which Mr. Byers will
pick up on at the end of our presentation, which is that
Micron felt it was important to file a countervailing duty
case when it did because it has become clear over the past
several months that the Korean Government and the banks it
controls are not done with their subsidization practices.

It has been widely reported in the Asian press
that Hynix's financial advisor is now recommending a new
round of financial assistance to Hynix amounting to another
$2 trillion yuan or about $1.75 billion. This would include
another debt for equity swap, debt forgiveness, and
extension on maturities of remaining loans. In addition, it
has been reported that Hynix is also asking the government

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

N NN N NN R R R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

11
for $1 trillion yuan or $784 million in new funding so it
can upgrade its production equipment. This clearly poses a
whole new threat to producers like Micron.

With that I'll conclude my opening and ask Mr.
Appleton to take over here, as I'm sure he can.

MR. APPLETON: Thank you, Mr. Kaplan. Good
morning, ladies and gentlemen. I sincerely appreciate the
opportunity to share some thoughts with you today. My name
is Steve Appleton. I am the chairman of the board, CEO and
president of Micron Technology. I'm not here today to speak
about this case based upon the data that my team has
collected and provided, most of which you either have before
you or will have before you, but based on my personal
experience and knowledge in this industry.

This is an important case not only for Micron, but
for the international trading system. When I joined Micron
almost 20 years ago, we were a small, struggling, startup
company. Of course, that didn't matter. We believed in a
dream. We believed that if we innovated and outperformed
our competition that we would prosper and we would share in
those rewards.

It took a little more than 18 months before I
experienced my first real world environment. The Japanese
dumping forced out of the market nine out of the 11 U.S.
DRAM producers, and it almost wiped out our little company
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12
in Boise, Idaho. Ultimately, as many of you are aware, the
U.S. Government saw the Japanese actions for what they were.
They put in place an antidumping order, and Micron was given
a chance to live another day.

It was only after all of the data came to light
many years later that we realized that even at that time
Micron was the lowest cost manufacturer of DRAM in the
world. Little did I know that the pursuit of a level
playing field would be a lifelong challenge.

By the time we reached the early 1990s, the Korean
companies at that time, -- LG, Samsung and Ingdyne, now
known as Hynix -- in conjunction with their government and
using the Japanese model, were heavily targeting the DRAM
industry as an area of growth. They built incredible
amounts of capacity, often spending more on equipment in one
year than their annual revenues.

This expansion could only be accomplished through
one avenue, and that's debt. They built an incredible
amount of debt. They built incredible amounts of capacity.
Their expansion continued year after year regardless of the
market demand. This ultimately led to the dumping of
products on the U.S. market and resulted in trade cases many
of you are familiar with. Despite those cases, this
practice continues to this day.

It is true Micron has been able to grow through
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13
this period, but it's not been without a lot of pain. At
times we have contracted and expanded with the market. We
have been fortunate in that as other companies exited the
DRAM industry we were able to join those assets and
employees with Micron's operations. A key point is that our
growth was through the acquisition of existing capacity, not
through the creation of new capacity. Today, we are the
second largest producer of DRAM in the world, which is an
incredible achievement given the unlevel playing field that
we have had to overcome.

However, I'm here to tell you that we are at a
dangerous point in our corporate life. This critical moment
exists because of the manipulation of normal market
principles. More specifically, it exists because of the
Korean Government's direct intent to maintain and grow their
world share of the DRAM market regardless of the cost.

Those costs have been huge.

I used to tell our employees and our shareholders
that eventually even the Korean Government would run out of
money. The Korean Government did run out of money in 1997
and was largely attributable to the massive investment being
made in DRAM capacity with no financial return. The history
books now show that the IMF needed to inject $60 billion
into the Korean financial system to keep it from defaulting
on its national debt.
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I testified before the House Banking Committee in
early 1998 that without true corporate reform as a condition
for the IMF loan, we would again experience the unlevel
playing field created by government subsidies to the Korean
DRAM industry. Ladies and gentlemen, unfortunately my worst
fears have come to pass. The Korean DRAM companies have
continued to add capacity during the worst period in our
history.

I don't want to dwell on the subsidies provided by
the Korean Government because I know you have data regarding
what in my mind are staggering sums of money provided to the
Korean DRAM companies. I want to focus more on what is
happening to Micron has a result of these subsidies.

Despite my pride not wanting me to say this, I am running
out of answers on how to deal with it.

If we were not competitive I would have no
complaints, but that is not the case. The severity of what
is happening to Micron is occurring needlessly because a
company that for all intents and purposes is bankrupt is
being artificially protected from normal market principles.

Let me list the challenges we face as a result of
this. 1It's clear the selling price of the product is far
below the cost of our production and is directly
attributable to the irrational market behavior by the
Koreans. We lost $1 billion in 2001. We lost $1 billion in
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2002. Our fiscal 2002 ended a couple of months ago.

We cannot replace critical positions in the
company. I want to pause for a moment and talk about that
because often in particular I think our critics would point
to Micron and say well, they haven't cut the company in
half, or they haven't laid off thousands of people, but I
think it's important to note that when Micron went through a
period of near death in the 1980s I was there. I was
responsible for a lot of what was happening there, and it
was very, very painful to do. I made a promise to myself
and I made a promise to our people that we would do all we
could to keep them.

We have about 13,000 people in the United States.
We have been able to avoid massive layoffs by making other
changes. Sure, people have different jobs. They work
different hours of the night sometimes. They have lost
benefits and so forth, but the fact of the matter is we've
tried to keep our commitment to those people, and we
shouldn't be penalized for that in the evaluation of what's
going on here.

We have not been able to complete a wafer facility
that we constructed in 1995, seven years ago. We have a
facility 30 minutes from this building that's being one-
third utilized. We have an R&D facility that's only
partially operating. The list goes on. Not to emphasize
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this because this is not the point; I personally have not
received one dime of compensation in over a year.

There is no question this activity is injuring
Micron. The activity by the Korean Government to subsidize
the DRAM industry must be addressed. We hope you will
assist us in this endeavor.

Thank you for your time.

MR. KAPLAN: Mr. Sadler?

MR. SADLER: Good morning, Mr. Chairman and
members of the Commission staff. My name is Mike Sadler. I
am vice-president of worldwide sales for Micron Technology.
I've testified previously before the Commission and the
Commission's staff on behalf of Micron.

As the Commission has previously recognized, DRAMs
are essentially a commodity product sold on the basis of
price and price alone. The commodity nature of DRAMs arises
from the realities of the DRAM business. The vast majority
of Micron's competitors, including specifically Samsung and
Hynix from Korea, manufacture DRAMs that are equivalent in
performance to our own.

Samsung and Hynix, like Micron, are qualified
suppliers to large and small customers throughout the United
States. Samsung and Hynix both introduced new products and
commercial volume within the same relatively short time span
as our own commercial production introduction.
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Finally, DRAMs, unlike microprocessors, do not
enjoy brand name recognition. In illustration, a consumer
does not buy a computer advertising Micron Inside.
Therefore, Micron cannot expect a price premium relative to
other DRAM manufacturers.

In sum, while we at Micron seek to distinguish
ourselves based on superior technological leadership and
service, our customers have proven that they buy DRAMs on
the basis of price. The electronics business in general, as
characterized by the PC industry, shows a similar trend as
these products become more commodity like and, as a result,
quite price sensitive.

The price collapse in the DRAM industry should not
be confused with reversals suffered by the general
technology sector. Unlike the tech sector in general, the
DRAM industry did not experience an extended boom period.
Rather, our boom occurred only in the year 2000. Unlike the
tech industry, when the bubble burst in 2000, demand in our
market did not fall. In fact, DRAM demand actually
increased after 2000 even as DRAM prices plummeted.

The principal cause of this extraordinary price
collapse that Mr. Appleton referenced, as other witnesses
will also emphasize, is surplus production by Korean
manufacturers, surplus production that is financed by
unlawful Korean Government subsidies. The tech market
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collapse, however, has resulted in even greater DRAM price
sensitivity from our customers. This intensifying focus on
price has exacerbated the price collapse in our market and
magnified the injurious impact of the unlawful Korean
subsidies.

Competition among suppliers in the DRAM market,
especially by Hynix and Samsung, has compelled Micron to cut
prices in order to win orders and defend our share of our
customers' business. Over the past couple of years, we have
even had to price DRAMs below cost of goods sold or face the
loss of valuable business.

Although we have documented lost sales and revenue
at specific accounts, we know that we have only scratched
the surface. Our losses have been much more extensive than
what has been documented, with price declines in particular
affecting every single customer account in the United
States.

One example is our recent experience with a well-
known domestic computer manufacturer. Our average share of
this manufacturer's business has been approximately 40
percent with Hynix being about 20 percent. If Hynix had not
been participating with subsidized supply, Micron's share
would likely have increased towards 50 percent.

Furthermore, Hynix retained its share through aggressive
pricing tactics, forcing Micron to cut our prices to protect
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our share. Although impossible to quantify on a transaction
by transaction basis, the overall annual loss is certainly
in the hundreds of millions of dollars at this customer
alone. This type of example is repeated across virtually
customer we deal with nationwide.

Hynix, among all of our competitors, is the most
aggressive on price. Even though Hynix has been on the
verge of financial collapse for years, the Korean Government
has intervened time and time again to keep the company
afloat. Due to the unlawful subsidies provided by the
Korean Government, Hynix has been and continues to operate
without the same regard for costs and profit that drive
Micron and other unsubsidized DRAM manufacturers.

Let me give you a couple examples of Hynix's
pricing tactics from a July, 2001, brokerage report from
Credit Suisse First Boston, and I quote. "We have erased
the 20 cent to 25 cent contract price premium for DRAM sales
in second half '0l as we believe that Hynix Semiconductor
will continue to sell aggressively into this market."

Just two months ago, from J.P. Morgan, "We expect
Hynix to continue to aggressively play on the DRAM market by
selling at below market prices to maximize cash inflow while
reducing inventory via an expected increase in production
out. As a result, we believe this news is negative for the
DRAM market, as well as for DRAM spot market prices."
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Micron has received numerous reports from the
market that Hynix routinely sells to contract buyers at spot
market prices. As you may recall, in the Taiwan DRAM
investigation the Commission expressed concern that Taiwan
producers were selling more on the spot market, while U.S.
producers like Micron were selling more to OEM customers.
While I believe that this concern was misplaced, there is
absolutely no doubt that Samsung and Hynix are both selling
substantial volumes of product to OEM customers.

Even if a pattern existed distinguishing the focus
of Korean and U.S. DRAM producer sales efforts, spot market
prices impact the ultimate sales prices for OEM customers.
Although OEMs do not usually buy DRAMs on the spot market,
they are well aware of spot market pricing. As a matter of
fact, they receive daily solicitations of spot market sales
offers and routinely use these offers to drive prices down
in our regular purchase and sales negotiations.

Micron always hopes to obtain a price premium on
OEM sales because we have established ourselves as a long-
term, dependable supplier of the highest quality DRAMs to
these customers, but our ability to do so is completely
undercut when our competitors, including Hynix, are willing
to supply them at the equivalent of spot market prices.

Finally, we are not talking about two relatively
minor players in the U.S. market. Both Samsung and Hynix
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are major suppliers in terms of volume. Samsung has a
substantial U.S. market presence and is a formidable
competitor across all of our accounts. Hynix by itself is
significant in terms of U.S. sales volume and appears
desperate to buy an even larger U.S. market share through
aggressive pricing tactics.

Subsidized Korean production has resulted in a
DRAM market for Micron and other domestic producers that has
never, ever been worse. It is increasingly more difficult
for us to make sales and impossible to generate a profit as
demonstrated by our sustained period of losses. Korea's
unfair trade practices in providing these unlawful subsidies
are an obstacle that we may not be able to overcome without
your intervention. The record in this investigation will
establish that imports from Korea are causing material
injury to the U.S. DRAM industry.

I sincerely appreciate the opportunity to appear
before you again and welcome any questions that you may
have. Thank you.

MR. KAPLAN: Thank you, Mr. Sadler.

Mr. Love?

MR. LOVE: Thank you, Mr. Kaplan. Good morning.
My name is Mark Love. I am senior vice-president of
Economic Consulting Services, consultant to Petitioner in
this investigation.
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Mr. Chairman, I have a set of five exhibits that
will accompany my remarks, and I would like, if I could, to
introduce these at this time.

MR. FEATHERSTONE: We'll accept them as Collective
Conference Exhibit 1.

MR. LOVE: Thank you. I don't think I can match
the eloquence of the previous witnesses in describing the
massive Korean Government subsidies and the injury that's
caused to the domestic DRAM industry. My testimony will in
somewhat more workmanlike fashion elaborate further on the
injury inflicted on the domestic industry and demonstrate
how this injury has been caused by subsidized DRAM supply
from Korea.

I will make three points. First, DRAM supply from
the Korean industry is a major factor in supply/demand
conditions in the U.S. and world DRAM markets. Second,
unlawful subsidies have supported an extraordinary increase
in DRAM supply by the Korean industry. Third, and this will
consume the bulk of my testimony, the increase in DRAM
supply by the Korean industry has been a major factor in
depressing DRAM prices.

On the first point, the very size of Hynix and
Samsung should leave no doubt that Korean supply is a major
factor in supply/demand conditions in both the U.S. and
world DRAM markets. Of the approximately 30 fabricating
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lines operating in the world today, Hynix and Samsung
together operate 13. Eleven of these are in Korea, and I
would note that I believe four of those 11 have been brought
on stream during the period of investigation.

In terms of DRAM output, Korea's dominance is
greater. We estimate that the two Korean companies together
account for approximately 40 percent of the world total and
that over the 2000-2001 period of the intense DRAM price
declines they were roughly of equivalent size. As Mr.
Kaplan stated in his testimony, some estimates put their
share of total world output closer to 50 percent today. I
refer you to Exhibits 1 and 2 with data that support these
statements.

On Point 2, the increase in supply by Hynix and
Samsung has been dramatic during the last two years. We
estimate that from the year 2000 to the year 2002 output
growth for Hynix and Samsung alone, the growth alone,
exceeds the total supply of those two companies in the year
2000.

This growth was so large that the addition to
supply by Hynix and Samsung since 2000 amounts to
approximately 20 percent of total U.S. supply today. That
is, the addition over those two years is currently equal to
about 25 percent of total world supply. In other words, had
Hynix and Samsung output remained at 2000 levels, total

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

N NN N NN R R R R R R R R R
gag A W N P O © 0o N oo 0o M W N - O

24
world supply right now would be 25 percent less. This will
become important as I go on.

If we focus just on Hynix, the Korean producer
that has received the largest subsidies, we estimate that
the expansion of Hynix's output alone over the 2000-2002
period accounts for approximately ten percent of total world
DRAM output today.

We expect the Commission's questionnaire data will
refine these estimates to a more accurate measurement, but
the conclusion will be the same. Subsidized supply
expansion by the Korean producers has been significant
enough to be a major factor in world DRAM market conditions,
and it is this supply growth by Hynix and Samsung that has
fed the growing supply of imports into the United States,
causing the material injury to the domestic industry that
Mr. Kaplan summarized.

My third point involves the inevitability of price
depression worldwide resulting from the subsidization of the
dominant Korean industry. I start with the axiom that the
benefit of subsidies relieved Korean companies of major cost
and thereby gave them the flexibility to price wherever they
needed to move the product. This price flexibility has
directly contributed to lower prices in the U.S. market and
to the price underselling that Micron has faced for two
years now.
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As important as this direct pricing flexibility
has been in causing price depression, in this case the
extraordinary increase in subsidized DRAM supply has played
an even greater role. To analyze the price depression
related to this supply expansion requires an understanding
of the fundamental determinants of DRAM price behavior, a
subject which the Commission staff has elaborated on
extensively in the past.

I've identified from that previous elaboration
four determinants that explain both the short-term and long
term price trends observed in the market, and I will review
them briefly. First of all, there is a natural, long-term,
downward trend in DRAM prices related to technology driven
cost declines. As noted in the prior ITC investigation, one
can normally expect a price declined related to cost
improvements on the order of 20 percent per year roughly.

The problem during this period of investigation,
however, is the extreme declines in price far exceeded what
could be expected from steady reductions in per bit costs of
production. I provide in Exhibit 3, to which I turn vyour
attention, a graphic representation of actual DRAM prices
plus an estimation of the price trend adjusted for cost
reductions due to advances in production process technology.

Just a comment or two on Exhibit 3. The solid
black line, of course, represents actual market prices.

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

N NN N NN R R R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

26
This would be in cost per megabit so that we're not
struggling with the problem of prices of different density
products over different periods of time, so it's a
consistent series. You will note that this dark, steady
line along about the end of 2000, beginning of 2001, crossed
the cost adjusted line. This was in the process of the
major price decline that has been referred to several times.

I would just note there that it was right at that
point that the first bailout of Hynix occurred, and we
believe that had significant impact on driving prices down
to the low point that you see toward the end of 2001. The
crossover point, by the way, i1s consistent with the
development of huge operating losses by the world industry
in 2001 and 2002. That's not coincidental, by the way.

The second price determinant that I identify
relates to the fact that prices will typically exhibit
sustained wider swings uncorrelated with the underlying cost
trend that can last for up to a period of a year or more.

We see such a sustained price trend on Exhibit 3 over the
period from 2000 to 2001. These wider swings are caused by
differentials that occur in the rate of supply growth
relative to the rate of demand growth.

Now, demand for DRAMs has increased at a high
annual rate every year since the industry began. This we
know. Supply in general has commensurately grown with
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demand over time, but the two have rarely moved in perfect
synchronization. There are good reasons for that.
Predictions of demand growth even one year out by market
participants are not often precisely accurate, and there are
greater margins of error typically in forecasts two or three
years out, so temporary mismatches in demand and supply are
frequent.

Moreover, producers cannot increase supply quickly
in response. This is well established. There are long lags
anywhere from one to three years between the time a company
decides to increase capacity and the time the new capacity
is brought into full production, depending on the nature of
the expansion.

The third price determinant, closely related to
the second that I just went through, involves the well-
established price inelasticity of both DRAM supply and DRAM
demand. This inelasticity means that modest shift in demand
or supply or the expectation of such shifts will lead to
proportionately significant price movements.

Here I turn your attention to my Exhibit 4, which
is just a simple illustration. This is not a fancy exhibit,
but just wvisually provides you with an understanding of how
conditions of inelasticity in supply and demand will lead to
significant price changes if, for example, in this case
supply shifts outward by a given amount.
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By contrast, on the right side of that Exhibit 4
you see conditions of elastic supply and demand, the same
supply shift. Let's assume that that supply shift caused by
Hynix will result in a much smaller price movement. In this
market, much of the volatility and sustained price swings
really does relate to the inelasticity of both supply and
demand, which generates much bigger price movements.

If we take the second and third price determinants
together, that is the regular mismatch of supply growth and
demand growth, and combine it with the inelasticity issue,
we can explain much of the volatility consistently exhibited
by DRAM prices. Because supply and demand are so inelastic,
once supply growth overtakes demand growth prices will
decline significantly, even proportionately more than the
quantity of the relative supply growth.

The key point for this case is that the ability of
the industry to restore a sustainable supply/demand balance
within these conditions, and there is always a constant
readjustment to get to a sustainable supply/demand balance,
i.e., a profitable price. It depends critically on all
producers being subject to market driven constraints of
cost.

If a large producer engages 1in capacity expansion
such as, for example, Hynix has done over the last several
years that is sustained by massive subsidies, that addition
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to supply will short circuit market based adjustments toward
a sustainable supply/demand balance, and this will be true
regardless of demand conditions.

Now, Respondents may attribute the drastic fall in
DRAM prices solely to the normal market cycles experienced
by the DRAM industry. Listening to Mr. Appleton, I'm
wondering what a real, normal market cycle would be in this
industry, but, nevertheless, we'll refer to a normal market
cycle.

We think such a contention fails to explain the
unprecedented price collapse experienced in the current
market, nor does it account for the subsidized, financially
unjustified expansion of supply from the largest DRAM
producing country in the world; an expansion that will cause
price depression and price suppression again regardless of
where you are in the market cycle.

Unfortunately, this Korean supply expansion hit
the market during a cyclical downturn in the U.S. economy,
pushing DRAM prices down even further than would have
otherwise occurred. Korean expansion during the last two
years basically turned the last two years into a financial
debacle for world producers.

It is true the decline in prices during late 2000
and 2001 as seen in my Exhibit 3 was due to a reduction in
the rate of growth in DRAM demand from levels in prior
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years. This reduction in DRAM demand growth reflected the
effects of the recession on business and consumer
consumption of computers and computer systems.

However, the high growth in the amount of DRAM
memory incorporated in each of these computers or systems
offset the unit decline, yielding a continued strong, but
somewhat reduced, growth in DRAM demand. Again, subsidized
additions by Korea to world and U.S. supply were a
significant part of the supply/demand conditions.

The fourth and final price determinant factor I
would like to consider relates to the commodity nature of
the product. This was discussed by Mr. Sadler, and I would
extend this as follows. The commodity nature of the product
plus the highly organized way in which the product is bought
and sold endows the DRAM market with price characteristics
of an asset market where expectations of future supply and
demand conditions constantly affect current prices.

We believe, for example, that each of the three
Hynix bailouts starting in January, 2001, significantly
changed expectations about the likely rate of continued
supply growth of Hynix. When market participants realized
that Hynix would be resuscitated by government largess and
would have the ability to operate outside the normal cost
constraints applicable to domestic producers, price became
further depressed.
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Here I refer you to my Exhibit 5. It shows price
trends over the period from December, 2000, to December,
2001, putting again the prices on a per megabit basis. This
shows prices for the 64 MB and the 128 MB, kind of the all
weather product, over this period of time. We see that the
prices fell from 5.5 cents to a low of approximately one
cent, which, by the way, was down to at, near or below
variable cost unprecedented.

The bailout of Hynix, which changed market
expectations of future supply conditions, were, in our
opinion, a significant factor in these price declines. You
can see there was one in January '0Ol. There was another one
in May '0l, and there was a final one in October '01l.

I'd like to try to make the importance of the role
of expectations a little clearer if I could. I would do
that by posing a hypothetical. Let's assume that there was
an announcement by the Korean Government today, and that
announcement went something like this. We are going to
forswear all further subsidies and support for the DRAM
industry in Korea. In addition, we are going to request
that Hynix immediately take action to find a merger partner
and, barring that, sell their assets. We want this to occur
by the end of the year.

Now, expectation theory, and given the large size
of Hynix, one would expect that that announcement would
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cause an immediate increase in prices in the DRAM market.
As it played out as actually coming to pass, those would be
sustained large increases in DRAM prices. This announcement
would bring the promise that supply would be determined once
again by true normal market costs; that DRAM companies would
succeed or fail on the basis of their efficiency and sound
financial management.

It would also introduce the concept that consumers
should actually pay as much as the product costs, which has
not been the case for the last two years. That's not an
unreasonable objective I would think. That's why we're
here. I would daresay that if you asked most of the DRAM
producers in the world, they would heartily agree with my
prediction that that announcement would cause a significant
price increase.

If you take all of the factors I've laid out here,
I've come to the best guesstimate that I could of what the
price would be today i1f the subsidized supply expansion had
not occurred, and my guesstimate is about at least 25
percent. Prices would be higher by that amount today were
it not for the subsidized expansion from Korea. I've been
advised by participants in the industry that that's a very
low number and it would be significantly greater than that,
but I put that as a floor, as a minimum. Even the minimum
would constitute the significant cause of material injury
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that's been going on in this industry.

That concludes my comments. Thank you very much,
Mr. Kaplan.

MR. KAPLAN: Thank you, Mr. Love.

Mr. Esch?

MR. ESCH: Thank you. Good morning. My name is
Michael Esch. I'm a partner with Hale and Dorr. I'll
briefly address two issues in this case; first, the
appropriate definition of the domestic like product and,
second, the domestic industry and application of the related
parties provision.

The scope of this investigation as initiated by
the Department of Commerce covers all dynamic random access
memory or DRAM. This includes both finished and unfinished
DRAM and finished DRAMs that have been further advanced by
the relatively minor and simple attachment of the DRAMs to a
circuit board to form memory modules.

As the Commission has recognized in past
investigations, DRAMs constitute a distinct group of
semiconductor products that are distinguished by their
physical characteristics and functions. Scope, therefore,
includes all forms of DRAM, but excludes other forms of
memory devices such as SRAMs, static random access memory,
or flash memory.

Petitioner submits that as the Commission has

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

N NN N NN R R R R R R R R R
gag A W N P O © 0o N oo 0o M W N - O

34
found in past investigations, it should again find that
there is a single like product consisting of all forms of
DRAM. The distinct characteristics and function of DRAM
products provide a clear dividing line between DRAM and
other types of memory devices. At the same time, the
similarity in production, functions and uses of the wvarious
densities and types of DRAM amply supports a finding of a
single like product.

The domestic industry producing the domestic like
product consists of all U.S. producers of DRAM. This
includes the domestic producers that fabricate DRAM, any
companies that may exist that would package DRAM from
uncased imported DRAM dies, and companies like Micron and
Infineon that both fabricate and package DRAMs in the United
States. This definition again is consistent with the
definition adopted by the Commission in its past
investigations.

In addition to Micron and Infineon, which both
fabricate and package DRAMs in the United States, there are
several companies listed in the petition that have
fabricated DRAMs in the United States in the last three
years. Two of these are Samsung Austin Semiconductor, a
subsidiary of the Korean Respondent, Samsung Electronics,
and Hynix Semiconductor Manufacturing, a subsidiary of the
Korean Respondent, Hynix Semiconductor.
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Under the related parties provision of the
statute, the Commission must determine whether these two
clearly related parties -- not related to each other, but
related to a foreign exporter of the subject merchandise;
whether these two U.S. producers should be excluded from the
domestic industry for purposes of your analysis.

Two of the key factors that the Commission must
consider in applying the related parties provision are,
first, the reason that the domestic producer has decided to
import the subject merchandise and, second, whether
inclusion or exclusion of the related party would skew the
data for the rest of the industry.

With regard to the first factor, I believe it's
quite clear that the primary interest of the parent
producers, the Respondents in this case, lies in their
Korean operations. Each of the Korean headquartered
producers operates multiple DRAM fabrication facilities in
Korea, while having just one such facility in the United
States. Moreover, the U.S. facilities are not integrated
producers. All of their production is shipped to Korea for
packaging and finished DRAM.

With regard to the second factor, we ask that the
Commission look very closely at the questionnaire response
data to determine whether the financial condition of the
U.S. operations of these two producers are generally in line
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with the results reported by the other U.S. producers or
not. If they're not in line with the rest of the industry,
inclusion of the results would skew the analysis, and we
believe they should be excluded.

That concludes my presentation.

MR. KAPLAN: Thank you, Mr. Esch.

Ms. Byers?

MS. BYERS: Good morning. My name is Bonnie
Byers, and I'm an international trade economist with the law
firm of Hale and Dorr.

The previous panelists have provided compelling
evidence regarding the current impact that subsidized Korean
imports have had on Micron. These factors alone provide
sufficient grounds for a finding that the U.S. industry
producing DRAMs is suffering current material injury as a
result of imports from Korea.

It should not be overlooked, however, that U.S.
DRAM producers are also facing further injury because of an
imminent onslaught of subsidized DRAM from Korea. The
reasons for this are straightforward. Ongoing subsidies to
Hynix and Samsung will allow these two companies to continue
to increase their production levels and to export even more
subsidized product to the United States.

Many of the factors that point to threat are
present in this case, including the nature of the subsidies
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concerned, a significant rate of increase in imports,
substantial new capacity in Korea, price depressing and
suppressing effect and a high probability that DRAM that may
become subject to a countervailing duty determination in the
European Union would be diverted to the United States.

There is also clear evidence that current
subsidized imports from Korea are having an impact on
Micron's ability to develop the next generation of DRAM. I
will discuss each of these briefly, and then we would cover
them much more fully in our brief.

The most compelling reason that the Korean imports
threaten further injury to the U.S. industry is that the
Korean Government and the banks that it controls are poised
to provide huge new bailouts to Hynix. Just yesterday, the
Financial Tinmes reported that Hynix's governnent directed
creditor banks woul d bankroll the sale of Hynix's flat
screen business to a Chinese conpany, a nove that anal ysts
agree amounts to a $380 million indirect subsidy to Hynix.

Wrse still, next week a whol e new bail out for
Hyni x is scheduled to be unveiled in Korea. This $2
trillion yuan, which is about $1.75 billion, debt relief
package is reported to include additional debt forgiveness,
interest rate reductions, extension of |oan maturities and
anot her debt for equity swap. Moreover, sone reports
indicate that Hynix is also |ooking for another $780 million
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in new | oans so that it can finance the purchase of new
capi tal equipnent.

Final ly, Hynix announced yesterday that it would
i ssue unsecured bonds bearing the unbelievabl e coupon rate
of only 6.5 percent. |If past is prologue, these bonds wl|
be purchased primarily by Hynix's existing governnent
controlled creditors. Al these nmeasures will permt Hynix
to maintain and even expand its production and exports to
the United States.

The nature of the subsidies prograns covered in
this investigation also give rise to a |likelihood of future
injury. The subsidy prograns include governnent sponsored
| oans, the purchase by the Governnent of Korea of
convertible bonds, the conversion of debt into equity and
the witeoff of outstanding |oans.

Al these measures have freed up working capital,
whi ch has all owed the Korean conpanies to invest in new
capi tal equipnment and which in turn will result in
substantial increases in production over the next year. In
fact, many of these |oans that are being provided by the
Korean Gover nnent through government agencies |ike the
| ndustrial Bank of Korea and the Korean Devel opnent Bank are
actually terned industry facility investnment | oans.

How wi Il this increased production affect the
mar ket for DRAMin the United States? Hynix's own public
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data shows that it exports 94 percent of the sem conductors
that it nmakes. N nety-four percent. Hardly anything stays
in the Korean market. O this total, fully one-third cones
to the United States. Thus, any increase in production from
Hynix is going to flowto the U S.

Second, as we noted in our petition, inports from
Korea have increased significantly over the past severa
years, particularly after the lifting of the U S.
antidunping duty on Hynix. The rate of increase in inports
has al so accel erated since the year 2000 and is likely to
i ncrease again as Hynix ranps its newest Korean production
facility at Chung Joo Fabay to full production capacity. As
not ed above, much of this production will end up comng to
the United States, which is still the single | argest market
for DRAMin the world.

Third, increased Korean inports into the U S. are
even nore likely if the European Union places provisional
duties on Korean DRAM as a result of the antisubsidy
investigation initiated there |ast June. Faced with higher
inmport duties in Europe, it is highly likely that Korean
producers woul d divert exports to the United States.

Fourth, Hyni x and Sansung have announced that they
will increase their production capacity in the very near
future both in ternms of new wafer starts and in terns of
i ncreased unit output through introduction of die shrinks.
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Hyni x, for exanple, has stated publicly that it
will increase its bit output by 40 percent in the third
gquarter of 2002 and by another 20 percent in the fourth
gquarter of 2002. Mcron, by conparison, increased its bit
out put by only 40 percent over its entire fiscal year 2002.
This additional bit growh will exacerbate the supply
situation in a market that is already conpletely saturated.

Finally, the statute directs the Conmm ssion to
exam ne the extent to which inports are having an actual or
potential negative inpact on the existing devel opnent and
production efforts of the domestic industry, including
efforts to devel op nore advanced versions of the domestic
i ke product.

Korean inmports have already seriously affected
Mcron's ability to nove quickly towards new generations of
DRAM As M. Appleton has noted, Mcron has already had to
reduce both planned capital spending and planned R&D
expendi tures, which can slow the devel opment of new
products. Mre details related to these issues was provided
by Mcron on page 22 of its confidential producer
guesti onnaire response.

In sum there are many factors at play that make
the threat of further injury to the U S. DRAMIindustry a
very real possibility in the very near future.

Thank you. | would be happy to answer any
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guesti ons.

MR. KAPLAN: | think that concl udes our
presentation. W're certainly all available to answer any
questions if it can be heard over the train which is outside
there. W don't mnd the train.

MR. FEATHERSTONE: |If anybody hasn't seen it,
we're getting our holiday nodel train display set up right
out si de our door.

Thank you, M. Kaplan and all the w tnesses, for
your testinony.

Ms. Messer?

M5. MESSER. Mary Messer, Ofice of
| nvestigations. | have several issues that I'd like to give
you a chance to comment on

First, M. Kaplan, you nentioned, and | guess you
al so nentioned too, Ms. Byers, the lifting of the Cctober,
2000, dunping order which Commerce revoked based on no
donmestic interest in the review that was being currently
conducted here at the Conmm ssion and over there.

Can you comment on why there was no domestic
interest not only by Mcron, but perhaps by the other
donestic producers? Also, can you coment on why there was
not a conpani on dunping case filed with this countervailing
duty case?

MR APPLETON: Yes.
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MR. KAPLAN: Go ahead.

MR. APPLETON: Yes. Wth respect to the first
question about the case that was lifted, if you go back to
that tinme period we were in 2000, and the market actually
| ooked like it was okay. In fact, | think Commerce's own
data was indicating that a continuation of that, for us to
try to continue that, would not be successful. |ndependent
of that, the market did look like it was a little better.
The difference is that in the |ast two years we've had
i ncredi ble change in market conditions fromthat tine
period, and it is far, far worse today than it was at that
time.

The second question about with respect to why a
correspondi ng dunping case was not filed in addition to the
CW. | wll tell you, we contenplated the various avenues
with which to try to address this. Ooviously historically
we' ve done dunpi ng cases.

When we | ook at what's been occurring specifically
in Korea with the bailouts of Hynix, | nmean, it's incredible
real ly what the subsidies have been. W felt that that was
very nmuch directed at what had been going on in the last 12
to 24 nonths with the subsidies to in particular Hynix, and
we felt that a CV/D was nuch nore addressful in that case.

Clearly we've contenpl ated the dunpi ng case as

wel |, but we obviously wanted to nake sure that we were
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focused and effective on our owmn teamin how we were trying
to address this problem

M5. MESSER 1'd like to go on to another issue
that seened to be of interest to the Comm ssion several
years back in the Taiwan case. | believe, M. Sadler, you
addressed sone pricing issues that were of interest to the
Conmi ssi on.

Al so, another issue is an apparent shortage of
U S. capacity back then. You've spoken about oversupply in
the world and the U. S. you say because of the Koreans. |Is
al so the issue of shortage of U S. capacity apparent now in
this case? If so, if you were successful in this case and
Korea was excluded fromthe donmestic market here would you
expect that the U S. producers would be able to make up that
shortfall, or would that go to third country markets?

MR. APPLETON: Can | address that? | nentioned
during nmy coments that 30 mnutes fromthis building we
have a facility that's only being one-third utilized. 1It's
constructed. It's there. W can bring on capacity there at
any tinme. W constructed a fab in Uah that is a very |arge
fab that has never had any equi pment put init. Al it
woul d sinply need is to have equipnment put init, and the
capacity can conme on |ine.

We have chosen, specifically chosen, not to bring
t hose on because of the severity of the market. |In other
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wor ds, because of the inflow of the product from Korea, and
you' ve got to renenber they have 50 percent of the world
mar ket today. That is just a gigantic nunber. W would
only hurt ourselves worse by trying to bring that capacity.

We can bring it onin a relatively short order of
time. | don't have any question that if we were able to
this issue that we would be able to, frankly, enploy nore
people in the facilities that we have in the United States.

M5. MESSER  You say relatively short period of
time. What are you tal king? Weks? Mnths?

MR. APPLETON: Equi pnent cycle tines today if you
want to order them because that industry, of course, is
pretty depressed as well, are on the order of four to six
nont hs.

| would note, by the way, that we have capacity
today that you can bring on within the cycle tinme of a wafer
fab, which is typically around 50 days, 45 to 50 days,
because we're not even utilizing all of the capacity that we
have that's currently operable.

M5. MESSER: Do you believe, given tinme to bring
these plants up to speed, you would then be able to serve
any demand here in the U S that we m ght have?

MR. APPLETON: There's absolutely no question
what soever about that.

M5. MESSER: (Qbviously this case is difficult for
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us, as well as you guys, in terns of data collection and
conpilation and anal ysis partly because of the
classification of the materials. Custons has classified
them on the basis of where the DRAM i s assenbl ed, and, of
course, now Conmerce has determ ned the scope to be where it
i s fabbed.

Because of that and the past and the current case,
we are using questionnaire information for the inports.
woul d be interested in, and |'msure that you probably have
not had tinme to go through the volunes of inporter
guestionnaires that we just dunped on you yesterday, but at
sonme point, if you can't comment now based on the stuff that
you' ve already been served, if you could comment at sone
poi nt what you believe that our coverage is as far as good
data that we've gotten

Al'so, | mentioned Comrerce's scope. Do you intend
on or is there a possibility that you mght try to convince
Commerce to change their mnds on the scope?

MR. KAPLAN: Certainly on the inporter
guestionnaires you' re absolutely correct. W have not gone
through themall yet. | don't even think |I've seen them
but we will obviously do that this weekend and try to
address it as nmuch as we can in the brief. 1t's an
inmportant point. W'Il look a that.

| don't think we're going to try to change
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Commerce's mnd. That's a decision | think they make at the
initiation. That will, fromeverything I see right now,
certainly be the scope of the case.

M5. MESSER: Finally, in the past cases the
Comm ssion has taken an interest in the cyclical and
seasonabl e nature of the industry. | believe back in the
Tai wan case there were sone new technol ogi es that were being
devel oped that were an issue.

Can you comment on whether or not there's anything
there, new technologies right now? 1s there a seasonality
to the industry that we need to concentrate on?

MR, APPLETON: Well, it's an interesting question.
I f you |l ook at the devel opnent of technology in the DRAM
i ndustry, and, as | nentioned before, |I've now been in this
industry 20 years when it was in its infancy to the state
that it is at today. The actual devel opnment of the
technol ogy and the inplenentation of that technol ogy has
been on a pretty consistent basis year after year after
year. That's allowed on average.

We haven't had huge fluctuations in the cost of
producing a bit in 20 years. |It's pretty nuch been within
the 25 percent range per year, and that's been provided for
by the devel opnent of new technology. That's a baseline, if
you will, of how the technol ogy evol ves, and we don't see
that curve changing any tinme in the near future.

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O d~ W N - O

47

When we | ook at our technology, frankly, we're
trying to develop it somewhere in the nei ghborhood between
maybe six to ten years out and | ooking where it mght go. |
can't speak for all conpani es because sone conpanies do fal
behind in technol ogy, but in our particular case we have a
very net hodi cal path, and we're going to continue down that
pat h.

That is really conpletely unrelated to the
econom cs that occur in the industry other than a general
pri ce advantage that we can pass on to the consuner. What
we have been ny entire career primarily subjected to are not
fluctuations in demand, but fluctuations in supply. W are
driven by supply side econom cs instead of demand side
economi cs.

If you go |ook at a chart of DRAM bit consunpti on,
whet her you want to do it per person or per year annually,
it is a steady growth industry, very consistent. |If you
| ook at a chart of the selling price per bit of DRAM it's a
roll ercoaster ride. That is supply side driven

M5. MESSER. But are there any new products, new
t echnol ogi es out there, that would cause any aberrations in
the data that we're analyzing now? |Is there any new type of
DRAM?

MR. APPLETON: Maybe | can address that in a
slightly different way. The fundanental technology to build
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a DRAM has been consistently noving down this chart, and
when | say that |I'mtal king about smaller and snaller
geonetri es.

M5. MESSER. Right, but are we tal king any
pr oduct ?

MR. APPLETON: Yes. Let ne cone around to the
qguestion the other way.

M5. MESSER:  (kay.

MR. APPLETON: If you tal k about the types of
products that are used, that this process used to nmake, they
do change. They do change over tine. W went fromwhat we
had called a fast page node to extended data out to, you
know, this synchronous DRAMto DDR. In fact, we currently
have a situation where the DDR pricing has actually gone up
in the last nonth and a half, as opposed to what we call
synchronous DRAM pri ci ng.

That's tenporary. That is a tenporary condition
in the marketpl ace that exists because of a transition from
one type of product to another. There is price differential
between the two. The biggest market with synchronous DRAM
is it's now converting to what we call double data rate,
bot h of which we produce and both of which Sanmsung and Hyni x
pr oduce.

There's a tenporary aberration in the supply of
t he new device which will be quickly elimnated within a
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gquarter probably, and then you'll have price parody. Then
it wll be right back to the sanme situation that we were
historically if you go beyond just the last six to eight
weeks.

M5. MESSER  \What about seasonality? |Is that an
i ssue?

MR. APPLETON: Seasonality in the DRAM busi ness
didn't used to be, but in recent years it has been an
i mpact. Obviously the consunmer buying season, given the
penetration of the product in so many different products
today, we are affected by the Christnmas season to sone
degree, but, you know, if you look at long-termtrends it
may be a slight blip on the chart, but it's really nothing
that's that significant in terns of an annualized basis.

M5. MESSER: Thank you. | guess the last thing |
want to address are the closures of donestic conpanies. |If
you could briefly give ne atinme line for the period that
we're | ooking at only, January 1999 to the present, and who
cl osed, who canme in. Do you have any information on that?

MR. APPLETON: Do you want to, Bonnie?

MR. LOVE: The conpani es we woul d be tal ki ng about
woul d be Fujitsu, NEC, Toshi ba and | BM

Wth respect to Toshiba, they relinquished their
ownership of the facility 30 mnutes fromhere, and that was
purchased by Mcron. You know the state of that capacity at
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this point.

As far as we are aware, NEC conpletely got out of
fabrication here probably a year ago. That's ny best guess.
We don't have clear information. They never made a clear
announcenent as to when they ended their diffusion here.
Wth respect to Fujitsu, | think that was prior, very early
in the period of investigation.

IBM Again, they don't nmake announcenents about
what they're doing with their DRAM production. W
understand that they've been out of the business for quite a
whil e, out of the commercial business.

| believe that covers the four that have left the
mar ket .

MR. APPLETON: Well, to be clear, Mcron first got
i nvol ved with Texas Instruments because the market at the
time was just a disaster. | would point out, by the way, in
all of our acquisitions that we've done there's been
contraction during that tine.

VWhat M. Sadler just nmentioned was that later in
the tinme period after we concluded the deal, the transaction
with TI, there was a facility that was jointly owed by
Hitachi and TI of which we then ultimately acquired. That
woul d have been the 1999-2000 tinme franme. That al so shut
down and now has nothing to do with DRAM anynore.

M5. BYERS: We'll provide you a tinme line in our
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post - hearing brief.

M5. MESSER.  And when you do, could you indicate?
You' ve briefly touched on what happened to Hitachi, Tl and
Toshi ba's capacity. Could you al so di scuss what happened to
NEC, Fujitsu and IBM s capacity?

MS. BYERS: Sure.

M5. MESSER Did it just drop off, or did soneone
el se pick it up?

M5. BYERS: No. No. They've done other things
with that capacity other than produce nenory.

MR. APPLETON: |I'msorry to interrupt, Bonnie.

M5. BYERS: Go ahead.

MR APPLETON: | think a significant point to keep
in mnd is that the capacity used for produci ng DRAM does
becone obsolete in a relatively short period of tine. As a
result, when |BM decided to quite manufacturing DRAMin any
significance, because | think they probably still do sone
m nor R&D for benefits and other applications they nay have.
That capacity by the tinme it conmes off |line and gets
redepl oyed on sonething else, it essentially is obsolete at
a very high rate.

The capacity will go away relatively quickly. 1In
sonme cases, the capacity can be utilized to do other things.
In some cases it won't be able to.

M5. MESSER  When you say relatively quickly, can
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you give nme an idea of tinme and cost it would take to keep
up?

MR. APPLETON: Yes. Yes. This is a crazy
busi ness. W' ve done studies in the industry, and the
average life of a piece of equipnent is 3.7 years.

M5. MESSER And to refit that to keep up with the
new generati ons woul d cost about?

MR. APPLETON: If you |l ook at our history in our
i ndustry, typically conpanies will spend approximtely 20 to
25 percent on, you know, renew ng the base every year, if
you will. It's 20 to 25 percent of the revenues. That's
fairly consistent.

That's why | think it's so noteworthy in our
testinmony that the Korean conpanies were spending in excess
of 100 percent of revenues at tines in adding capacity,
which is well beyond what you would need to do to just keep
your technol ogy current.

M5. MESSER And that's sinply to just go to the
next generation?

MR APPLETON: It's to go to the next generation.

M5. MESSER It's not to devel op a new product,

right?
MR. APPLETON: That's correct.
M5. MESSER:  kay.
MR. APPLETON: Yes. The 20 percent nunber is to
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continue to nove your technol ogy forward.

M5. MESSER: (Ckay. | have no further questions.

MR. FEATHERSTONE: Ms. Al ves?

M5. ALVES: Good norning. Mary Jane Alves from
the General Counsel's Ofice. Thank you to each of the
panelists. Your testinony this norning has already been
t remendousl y hel pful .

|"mgoing to follow up to sone degree on sone of
the questions that ny coll eague, Mary Messer, has al ready
asked you. To make it clear, 1'"'mgoing to start off by
saying that to the extent I'mnot asking questions of all of
the panels, feel free to address any of the questions that I
tal k about this afternoon with the afternoon panel in your
post-conference brief. Likewse, to the extent that | don't
rai se the same questions this afternoon, Respondents are
free to answer or respond to any of those questions in their
post-conference briefs as well.

The first question | have is a relatively
strai ghtforward one for M. Esch, and that would be with
respect to the captive production provision. 1Is there any
reason why we shoul d exam ne whether or not the captive
production provision applies in these investigations?

MR. ESCH W'Ill have to address that in our post-
conference brief. | don't think there is very nuch here.

M5. ALVES: Thank you. That woul d be appreci at ed.
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As you know, we do have a wealth of information on
this industry based on our prior cases. One of the main
points of inquiry that I1'd like to focus on today in all of
the panels are sone of the conditions of conpetition that
t he Comm ssion found particularly in the Taiwan
investigation. To the extent that | don't address each of
t hose conditions of conpetition, if you want to comrent on
some of themin your post-conference briefs as well.

One of the questions | had follow ng al ong those
lines is with respect to the life cycle. Wat are now and
what have been since January of 1999 the standard products
t hroughout the U. S. market?

MR. SADLER By and | arge, the standard products
inthe US. market are nodul es, and the nodul es' density in
the tinme period we're tal king about would be primarily 128
nmegabyt es and 256 negabytes, so those two woul d ki nd of be
in the sweet spot of the market.

Those two nodul es can be constructed wth 64
megabit DRAM and 128 negabit DRAM a 256 negabit DRAM and,
to a certain extent, although it's a relatively new product,
a 512 negabit DRAM There are four generations of chip
densities that can by and large be utilized to construct
those two different nodul es densities.

M5. ALVES: And in terns of the life cycles for
those four particular chip density products that you' ve
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identified, have you noticed any differences in terns of the
duration, for exanple, of the 64s versus the 128s conpared
to prior generations?

MR. SADLER: My belief is that the life cycle has
been condensing over the past few generations. |n other
words, the expected lifetine of a particular chip density is
shorter today certainly than it was several generations ago.
Of the top of ny head, | don't have the specifics. W can
provide that in post-conference briefs if it would be nore
hel pful .

M5. ALVES: That m ght be nore hel pful

MR. APPLETON: Just to add a comment to that,
there is one factor that you also want to consider in the
changing life cycles, and that is prior to the 128 M8 DRAM
device the cycle had junped 4x every tine it noved a
generation. W noved to 2x junps fromthe 128 on.

M5. ALVES: Ckay. That's also another inportant
consideration as well. Thank you.

| know there's been a ot of talk this norning
about the life cycle, but do you have a sense? Can you
pi npoint for me where exactly we are in terns of the life
cycle for each of those four density products?

MR. SADLER: Sure. The 64 nmegabit chip primarily
for cost per bit reasons, manufacturing cost per bit
reasons, is in a phaseout node, and for all intents and
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purposes today it is not being utilized to construct those
nodul es that | referenced earlier. |It's primarily a 64
megabit chip is primarily being used in non-nmain nenory
applications such as graphics applications or gam ng
applications, a variety of consuner electronics and such.

The 128 negabit and the 256 negabit are truly
i nt erchangeabl e and, generally speaking, depending on the
particul ar manufacturer, generally speaking the 128 negabit
is in a ranmp down node, and the 256 negabit is in a ranp up
node, again solely for cost per negabit reasons. It's nore
efficient for us certainly to manufacture nmenory on a 256
megabit chip today than on a 128 megabit chip.

The 512 negabit chip that | referenced earlier is
really in the very, very early stages of production ranp up

M5. ALVES: And would that al so be the case for
all of the other producers throughout the world as well?

MR. SADLER: Generally speaking, we're all on the
same technol ogy road map and al so, generally speaking, at
t he sane general inplenentation stage.

M5. ALVES: |If you could pinpoint alittle nore
precisely in your post-conference briefs? | don't want to
del ve too closely to confidential information here, but if
you could pinpoint for me exactly timng w se when you felt
that the phaseouts really started to take place or the ranp

ups started to take place for each of those that woul d be
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hel pful .

MR. APPLETON: Yes. W can give you exact data on
that in the post-hearing brief.

M5. ALVES: Mary alluded to the five-year review
that was term nated during the period of investigation.

W' ve had a nunber of recent cases where there have been
simlar situations, and we frequently hear argunments from
Respondents regarding what, if any, legal significance the
exi stence of an Order during at |east part of the period of
i nvestigation has. Wuld you care to comment on that?

MR. KAPLAN: Well, I'd say one thing which, of
course, this is a different case fromthe prior case. It is
a countervailing duty case related to subsidies, and we
think that that raises very different issues froma
situation where you had a refil ed dunping case or sonething
l'i ke that.

We' Il consider that question in nore detail and be
happy to think about it and address it in a post-hearing
brief.

M5. ALVES: There's been a lot of talk this
nor ni ng about production increases and supply increases.
Qoviously there's nore than one way to increase production.
Can you give nme a sense here, or perhaps if this is delving
too closely to confidential information, where exactly have
t hese production increases occurred?
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l"mnot only interested in the specific Korean
producers, but also here donestically. To what extent have
t here been production increases, and how have these
production increases primarily taken pl ace?

MR. LOVE: | think as we noted earlier, the
capacity in the formof wafer fabrication is, of course, the
fundanmental way you incrementally build capacity. W also
noted that the Korean industry has brought on |line four new
fabrication facilities, so their wafer output capacity has
expanded quite a bhit.

That has not been the case in the United States.
As a matter of fact, | believe that there's been a
reduction, so that's a major difference in how output is
being built. Now, obviously beyond wafer capacity you al so
have what are known as die shrinks, which is | would
probably say the second | argest neans by which output is
expanded. Sone call it output expansion. Sone say
capacity. Obviously what die shrinks do is through process
geonetry allow you to produce nore negabits per wafer

You see, that is conmngled with efforts to reduce
costs, so it's a conbination. |It's really a cost driven
expansion of output, but that is also a significant add on
there. | think that both the U S. and Korean and ot her
producers in the world have expanded output fromthat source
as well. That accounts for a significant portion of the
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out put .

Qur point with respect to the Korean situation is
that it doesn't matter whether you're tal king about wafer
fabrication capacity or die shrinks. The point is that
nei t her woul d have been possible w thout the subsidy aid
that we've been tal king about.

MR. KAPLAN:. W can try to give you as nuch as we
can in terns of, you know, confidential subm ssions and the
public data that's out there to try to give sone kind of
chart that would put that all together as well as we can.
We'l|l be happy to do that.

M5. ALVES: Thank you. Could you talk to ne a
little bit about what the relative costs are, for exanple,
for fabbing versus for casing or packagi ng?

MR. KAPLAN: Let me just say we did | ook at that
issue, and I think some of that is in our confidential
subm ssion. Mybe you want to say what you feel confortable
going to that.

MR. APPLETON: Yes. | don't even need to talk
about confidential data to give you a general sense of what
happens. In the early |ife of a new generation of product,
probably sonewhere in the nei ghborhood of 80 or 90 percent
is really enbedded in the actual wafer fab device itself.
In other words, the wafer, the silicon, accounts for the
majority of the cost in the early stages.
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As you go through a maturing curve where your
yields rise and your productivity inproves and so forth,
then what ultimately happens is that your packaging and test
costs cone nuch closer to the cost of the die. In other
wor ds, once you're getting the maxi numyou can off of that
wafer then at that point in tinme the other costs becone a
ot nore significant.

It's really a continuumthrough the life cycle of
that product, so it starts out at 80 or 90 percent, and
ultimately then the die cost is somewhere in the
nei ghbor hood of 30 or 40 percent of the total cost. It used
to be that assenbly and test were then equal, about equal.
They were all about a third, a third and a third. It turns
out today because of the conplexity of the devices that
really fab and test become sonewhat equal, but assenbly is
now a smaller nunber. They conme nuch cl oser to each other
in the later stages of the life of the product.

M5. ALVES: Ckay. Wth respect to any argunents
you m ght be making regardi ng how t he Comm ssi on shoul d be
defining the donestic industry, should the Conm ssion foll ow
the sane procedure that it did, for exanple, in the Taiwan
i nvestigation regarding how to define what is donestic
production?

MR. ESCH. Yes, we believe it should. W can
el aborate in our post-conference brief.
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M5. ALVES: If in fact an Order on DRAMs from
Korea is put in place, what is the |ikelihood that they're
not just going to switch all of their fabbing operations
here in the United States and do all of their casing in
Korea, for exanple?

Do you have a sense of what the relative shares
are of the fabbing that's being done in Korea versus the
fabbing that's being done in the United States in order to
supply the U S. market?

MR. SADLER: | think M. Love comented earlier.

If I msquote the nunbers forgive nme, but | believe he

nmenti oned that between the two roughly 13 |ines of
production and 11 of the 13 are in Korea, so only two of the
13, which would be on the order of 15 percent, are in the

Uni ted St at es.

MR. APPLETON: | think the ability to do that is
not easy. | talked about the life cycle of the equipnent,
but the time to construct a facility is quite lengthy. |If

you | ook at the percentage of share that they have of the
US market in terns of the percentage of their output that
goes here, they're really disproportionate to each other.

MR. KAPLAN: | mght just add that it costs, as
M. Appl eton knows, several billion dollars to build a whole
new fab facility, so it's not easy or inexpensive to do
that. |It's probably prohibitive w thout certain subsidy
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practices for producers who are used to subsi dies.

M5. ALVES: | think those are all the questions |
have at this point.

MR. FEATHERSTONE: M. G amal va?

MR. G AMALVA:  John G amal va, Ofice of Econom cs.
| just have a couple of quick questions.

To follow up on sonme previous questions in terns
of introduction of new nodes of DRAMs, the nove to double
data rate or to faster speeds of double data rate. Has
there been any difference in the timng of new products by
the different domestic producers, Mcron and |Infineon,
versus the Korean producers? This is sonething you may have
to address in the post-hearing or post-conference.

MR. SADLER: | think probably the transition that
is of the nost interest is the one that we are going through
currently, which is the synchronous DRAM to DDR transition.
Qur observation is that in this particular transition Hynix
has probably been a little bit further behind the rest of
the industry. | say alittle bit. W're talking weeks
here, as opposed to quarters or years. This has resulted in
the tenporary price stabilization, actual price increase, in
the DDR that M. Appleton nentioned earlier.

Qur expectation, and, as a matter of fact, as
recently as last week | believe industry stated publicly
that they now are approaching 40 percent of their production
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mx to the DDR node. CQur expectation is that this is going
to result in decreasing prices in the very, very near
future

MR. G AMALVA:  kay. Just one other question. In
light of Conmerce's decision to define subject product by
country of fabrication, | wanted to ask Mcron, and I'll ask
the other participating parties, if that changes any of your
responses to the questionnaire please el aborate now or in
your post-conference brief or with revisions to the
guestionnaire.

MR. KAPLAN: Yes. | can't think offhand of
changes in the questionnaire, but we'll certainly go through

that and make sure that's done.

MR. G AVALVA: ay. That's all | have. Thank
you.

MR. FEATHERSTONE: M. Baker?

MR. BAKER: (Non-verbal response.)

MR, FEATHERSTONE: M. Carr?

MR. CARR Bob Carr, Ofice of Industries. A
couple mnutes ago there was a di scussion about the expense
of building a fabrication facility. How long would it take
froma greenfield situation to actually start to finish have
one up and runni ng?

MALE VO CE: Three years.

MR. APPLETON: It depends on the size of the
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facility, of course, and what it's going to be used for. |If
you' re tal king about DRAM nost schedul es have been between
a period of two and three years in order to do that.

MR. CARR Ckay. | think there was an estimate of
several billion for | guess a conpetitive or a large scale
DRAM facility nowin ternms of building on. Wat would the
simlar cost be for an assenbly facility and also for a
nodul e manufacturing facility?

MR. APPLETON: An assenbly facility I think would
probably cost on the order of sonewhere in the nei ghborhood
of one-sixth the anount or one-seventh the amobunt, so it's
much, rmuch |lower than a wafer fabrication facility.

|"'msorry. Wlat was the second part of the
guestion?

MR. G AVALVA: Al so, how nmuch would a nodul e --

MR. APPLETON: And a nodule facility actually
woul d be even less than that because it's really already a
package part. You're sinply doing a surface nmount to put it
down onto a nodule, so its cost would probably be, you know,
one-fifth again.

MR. G AVALVA: M. Love, | had a question with
regard to Exhibit No. 1. The exhibit shows an increase in
wor |l d out put that Hyni x and Sansung accounted for from 2000
to 2002 growing from37 to 40 percent, correct?

MR. LOVE: No. Those percents reflect the share
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of total output --

MR. CARR  Right.

MR. LOVE: -- that they together account for in
each year

MR. CARR Al right. So they've essentially
grabbed three nore percentage points of total world output
during the period?

MR. LOVE: That's correct, yes.

MR. CARR. At whose expense has that occurred? |
see on the next page Mcron accounted for 22 percent of
worl d output in 2000. Do we have a simlar figure for 20007?

MR. LOVE: Yes. | can provide that in the post-
hearing brief. | can't remenber the nunber offhand, but the
Kor ean conpani es together have taken share relative to
M cron and ot hers.

MR. CARR  (kay.

MR LOVE: Mcron is included in the suppliers who
have | ost market share on this basis to the Korean
conpani es.

MR. CARR (Ckay. And the data that's provided for
Hyni x and Sansung and al so on the other pages for Infineon
and Mcron is their world output fromall their gl obal
facilities, not just Korean production in Korea and U. S.

M cron production?
MR. LOVE: That is correct. Yes, it is. Yes, it
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MR. CARR  You were tal king about -- If we're
tal ki ng about the earlier transition from synchronous DRAM
to double data rate DRAM a couple of years ago, | guess
several years ago now, when the Taiwan case was around,
there was a discussion of RAM busses being the future
technol ogy, and that appears not to have occurred. | was
wondering how i nportant RAM Bus is in the current market and
does it have any future, and to what degree is it
i nterchangeable with the double data rate synchronous?

MR. SADLER: The RAM Bus DRAMs are direct RAM Bus
DRAMs. The market today represents, in our estimation, |ess
than five percent of the overall bit consunption of DRAM
If there is a DRAM product, it does not have commodity type
characteristics. Certainly, there would be a RAM Bus DRAM
There's only one significant supplier of RAM Bus DRAM t hat
woul d be Sansung from Korea. And the future market for RAM
Bus DRAMis certainly going to be less six nonths today, and
a year fromtoday, a year-and-a-half fromtoday, certainly
than it is today.

So, the market is in a declining stage. It never
did reach the heights that some people had projected. And,
fromday one, it had always been an initial product, never
exceeding nore than five or six percent of the total market.

MR. CARR There was an earlier discussion about
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the historical junp in densities being on a 4X basis and
then switching to 2X, when the 128 neg product came out. 1Is
there a particular reason why we didn't junp froma 64 to
256? And is this 2X nost likely to be the case for the near
ternf?

MR. APPLETON: Yes. W believe that the 2X will
be the case noving forward. And if you think back to the
hi story of the consunption of the product and it primarily
being in the conmputing space and primarily having such a
shortage of menory in the box, if you will, it can always
use the 4X increnent. Utimtely, though, there becane
products, including in the conputing space, that didn't have
a need for that quantity of junp in nenory. And so,
essentially, we canme up with devices that allowed themto go
hal f increases, if you will, in the density. And it's
pretty straight forward. As nore and nore products devel op
that utilize the nenory that didn't need the 4X junp, then
2X woul d be sufficient to satisfy their growth needs.

MR. CARR And, M. Sadler, based on your earlier
testinmony, | get the inpression that Mcron conpetes in the
CEM market, sells to distributors, sell them spot basis and
al so on a contract basis. Does your conpany face
conpetition on all those markets fromthe Korean inports?

MR. SADLER: Certainly, we do in the spot narket
and we, w thout question, do in the OEM market. W do a
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very, very small percentage of our DRAM busi ness through
what we call the authorized distribution channel. | would
estimate it could be in the nei ghborhood of three to four
percent of our total business. And to the best of ny
know edge, Hyni x did not conpete with us directly in that
channel . Sanmsung does. | don't believe that Hynix has
aut hori zed distributors, such as we do, in the United
St at es.

MR. CARR. Thank you. | guess that during the
| ast investigation we had, conputer equi pnent was identified
as the largest consumer of DRAMs. Is that still the case?
And what share of conmputer equi pnent, including peripherals,
servers, workstations, notebooks, and the |like, share of
total consunption would they account for in the U S.? And
has that trend changed during the current investigation PO ?

MR. SADLER | would estimate the conputer
equi pnent today represents approxi mately 80 percent -- 80 to
90 percent of demand for DRAM chips. Cenerally speaking, it
has not changed significantly, due to the tech bubble that
can be attributed to the exposure of the Internet, really.
In the early part of 2000, there was a tenporary increase in
the networking infrastructure equi pment with respect to
consunption of DRAM That has noderated sonewhat since
t hen.

MR. CARR The |l ast question | have is, in the
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U S. market, do Korean and domestic DRAMs have a share -- do
they have a simlar mx of end users, in ternms of who the
U.S. conpanies sell to, conputer equiprment versus
t el ecommuni cati ons equi pment, versus consuner el ectronics
and the like? Is it simlar for U S. products and Korean
product s?

MR. SADLER: Absolutely, it is. For all intensive
purposes, there's no differentiation with respect to the
application or the end user's application of the Korean or
U. S. DRAM products.

MR. CARR  Ckay, thank you. No nore questions.

MR, FEATHERSTONE: M. Stewart?

(No verbal response.)

MR, FEATHERSTONE: Ms. Noreen?

M5. NOREEN: No questi ons.

MR. FEATHERSTONE: We're out of questions. Thank
you, very much, for both your presentations and responses to
the questions. W' Il take a 10-m nute break, to change
sides. And if the respondent group could cone forward
during that tinme, we'll get started pronptly. Thank you.

(Whereupon, a brief recess was taken.)

MR. FEATHERSTONE: Welcone, M. Porter. Please
proceed at your conveni ence.

MR. PORTER: Thank you, M. Featherstone. W
apol ogi ze for the slight delay. Being a high-technol ogy
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party, we want to do a high-technol ogy presentation. But, |
think the training of the lawers need a little bit nore
wor k.  Anyway, good norning, M. Featherstone. | am Dani el
Porter of Wllkie Farr & Gallagher. Wth ny colleagues, Jim
Durling and Mriam Bi shop, we are here today on behal f of
Hyni x Sem conductor. Joining us today is Warren Connelly of
Aki n, GQunp, representing Sanmsung.

Qur presentation today will be as follows. After
very brief introductory remarks by me, Ms. Bishop wll
di scuss the issue of howto determ ne whether a DRAM sale is
a sale of a donestically-produced product or a sale of a
non- subj ect inmport. Follow ng Ms. Bishop, Gary Swanson of
Hyni x Sem conductor America will give you a real world view,
based on his experience in the trenches, on the nost
i nportant conditions of conpetition in the DRAM market. M.
Connelly will then talk about why Sansung does not belong in
Mcron's CVD case. After M. Connelly, M. Durling wll
denonstrate how the donestic industry is not suffering
material injury. Finally, if tinme permts, | wll offer
some concl udi ng t houghts.

Before | pass the baton, | want to note that, in
case anyone does not know, |ate yesterday afternoon, the
Commerce Departnent issued its notice of initiation that
made crystal clear that petitioner's proposed scope
definition has been rejected. In the considered
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determ nation that exam ned argunents by all sides, the
Commerce Departnent ruled that the scope of the subject
mer chandi se does not include DRAMs for which the wafers were
produced in the United States, but assenbled in Korea. This
means that all DRAMs produced by Hynix's U S. manufacturing
facility in Eugene, Oregon and all DRAMs produced by
Sanmsung's U. S. manufacturing facility, Austin, Texas, are
not subject nerchandise. This point was conveniently
ignored by petitioners this norning, but | urge you to
remenber it well.

What does this nean for today? It has two
i mportant meanings. First, it is inportant that after
reasonably detail ed exam nation of the issue, including al
the extra evidence submtted by Mcron, the Comrerce
Depart ment has concl uded that DRAM assenbly operations are
not sufficient to change the country origin of the wafer.
We believe that this finding by the Comrerce Depart nent
deserves serious consideration by the Conm ssion, as it
anal yzes whether a particul ar case DRAM shoul d be consi dered
a donestic product or a non-subject inport.

Second, the Conmerce Departnent's determ nation on
t he scope of the subject nmerchandi se nmeans that every single
statistic that you' ve heard about the U S. market today,
actually including our owmn, is sonmewhat irrel evant and
wrong, because a good portion of Hynix's U S. production is
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supplied by their U S facility and that is not considered
subj ect nerchandi se. And, therefore, no injury can be
attributed to those sales of wafers produced by the Hynix
facility and cased in Korea.

Finally, M. Featherstone, please note that we,
al so, have here this norning, but who will not be making a
firmpresentation, M. D.G Kimand M. Juseon Kim both
fromHynix's U S. manufacturing facility in Eugene, Oregon,
and both of whom are able to answer questions that you and

your col |l eagues may have concerni ng the DRAM manuf acturing

process. And with that, | will ask Mriam Bi shop to begin
M5. BISHOP: Good norning. |'mhere to tal k about
t he donestic product and the donestic industry. | want to

focus particularly on the issue in this case.

There is agreenent. The |ITC has | ooked at how to
define domestic industry in sem conductor cases for nore
than 10 tines over the last 20 years. |It's not a new issue.
And, in fact, there's no dispute in this proceeding on how
one should define the like product. W all agree that the
| i ke product constitutes all DRAMs, finished, unfinished,
assenbl ed, unassenbl ed, including nenory nodules. In fact,
other than the related party issue, there's no dispute
regarding what facilities should be included in the domestic
i ndustry, because it's our understanding that there are no
| onger any independent assenblers in the U S. nmarket.
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Therefore, all facilities of all U 'S. producers will be
included in the donestic industry. No one is arguing about
this, in this proceeding.

The issue in this case is really how we treat --
how we define what constitutes a domestic product for
pur poses of eval uating production, sales, and inport trends.
As you know, DRAMs are a gl obal business. They can be
manuf act ured anywhere in the world, assenbled anywhere in
the world, and sold anywhere in the world with relative
ease, because it's relatively easy to transport and they're
very small.

W estimate that there are nine possible scenarios
in this case involving DRAM production and assenbly, only
one of which is troubling. In ITCs world, the U S. market
is divided up into three groups: inports, donestic
products, and non-subject inports. |In past cases, DRAMs
have been defined primarily based on where wafer fabrication
has occurred. The only exception has been how t he
Conmi ssion has treated DRAM fabricated in third countries
and assenbled in the United States.

Just to give you sone quick exanples. Donestic
product: wafer fabricated in the United States, assenbl ed
in the United States; easy. Donestic product wafer
fabricated in the United States, but assenbled in third
countries has always been treated as a donestic product.
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Simlarly, here and in all previous cases, where the wafer
was fabricated in the United States, but assenbled in a
subject country, it was consi dered donestic product.

A simlar result was subject inports: wafer
fabrication in Korea has controlled. |[If a wafer was
fabricated in Korea, but assenbled in a third country, it
was considered a subject inport. Wifer fabricated in the
United States -- I'msorry, if wafer was fabricated in
Korea, but assenbled in the United States, it was considered
a subject inmport. Wth respect to third countries, we have
waf er fabrication and assenbly in third countries, it's a
non- subj ect inport. W have wafer fabrication in a third
country, but assenbled in Korea or another subject country,
was al ways consi dered a non-subject inport.

But the only case where this has not been applied,
where wafer fabrication has not controlled, is where wafer
was fabricated in a third country and assenbled in the
United States. W submt that this is not a consistent
approach; that this uneven treatnent of third-country
i mports versus donmestic product and subject nerchandi se has
really had the effect of masking the condition of the U S.
industry. You're not really |ooking at the rel evant trends.

We believe you need to take a consistent approach
in this case. Look at wafer fabrication, make wafer
fabrication the deciding factor in how you define what
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constitutes domestic products. This will benefit your
anal ysi s, because you will be able to see and judge nore
easily the condition of the donmestic industry, what the
trends are and what the trends of non-subject inports are.

In our view, assenbly alone is really not
sufficient. In DOCterns, it's confer origin. They already
made that decision. |It's not going to be considered a
product of that country. But, in |ITC parlance, assenbly is
not sufficient to convert an inport of a fabricated wafer to
a donestic product.

Val ue added to assenbly and packaging is small
relative to fabrication. Wen they were here, the donestic
industry even said that it was mnor relative to the
fabrication process.

Capital investnment required is small. It's a
small fraction of that required for fabrication.

Assenbly operations can be established with
rel ati ve ease, conpared to fabrication, and in many
different locations. And, in fact, often, they've been
established in devel oping countries, to take advantage of
| ow | abor rates.

And, in fact, the Comm ssion has agreed that
assenbly is not sufficient to change the status of
mer chandi se, with respect to U S. products or other third-
country products. It has only changed -- considered
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assenbly to be sufficient, change the status of third-
country inports inported into the United States and
assenbled in the United States.

If the I TC changes the approach in this case, it
will be in conformance with the Departnent of Commerce's
approach, as well as other international standards. Japan,
Eur opean Union, and Korea all determne origin of their
product based on wafer fabrication, not assenbly. And, in
fact, the United States, in the WIO Rules of Origin
negoti ati ons have opposed using fabrication to determ ne
origin, as a general rule.

| just wanted to show you briefly what the
fabrication process involves. There are the four different
steps, including die sorting. Assenbly has other steps.
Step is not the right word. There are stages. There are
| arge stages. But, based on our estimation, the cost of
fabrication is nore than 85 percent, whereas the cost of
assenbly is only 15 percent.

Capital investnent to put in the fabrication plant
is about $2.5 billion today versus about $300 million for
assenbl y.

The val ue of equi pnent, we just tal ked about that.

There are, also, other factors, as well, that
indicate that fabrication is really the key here. Research
and devel opnent costs, 93 percent of those costs are
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represented by fabrication.

Clean room the level of clean roomrequired to do
fabrication is class one. You need a class one cleaning
roomto fabricate. You only need a class 1,000 roomto
assenbl e t he nerchandi se.

There are over 180 different operations,
manuf acturing operations, in the fabrication process;
wher eas, today, there is only about 10, with respect to
assenbly and testing.

Wth respect to material input, you need over 100
different types of material to fabricate the die. You only
need 10 different types of material to assenble and test it.

Processing tine, it takes 60 to 80 days to
fabricate a die; whereas, it takes only seven to 14 days to
assenbl e and test the die.

And, again, the relative value added is over 85
percent fabrication versus |ess than 15 percent, by our
estimates, for wafer fabrication versus assenbly.

To conclude, on this point, non-subject inports
shoul d not be treated as donmestic product. |If the wafer is
fabricated in a third country, a case of DRAM sold in the
United States should be treated as a non-subject inport.

Wth respect to the related party issue. In our
view, petitioners have it wong. There is really no reason
to exclude the U S. operations of Hynix and Sanmsung in this
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case. The circunstances are sinply just not appropriate.
The Hyni x and Sanmsung U.S. facilities account for a
substantial share of U S. production, sales, and enpl oynent.
And if you exclude this information, the industry trends
woul d clearly be skewed. These conpani es, they do not
benefit at all. Their U S. operations do not benefit in the
| east fromthe alleged subsidies in this case. So, again,
there's no reason to exclude them Both conpani es have
i nvested substantial anmounts in their U S facilities and
are conmtted to the U. S narket.

The petitioners, in this case, indicated that the
parent conpany's primary interest is in producing DRAMs in
Korea. But, that's not relevant here. The ITC needs to
| ook at what the primary interest of the U S. conpany. They
have substantial investnent here and they're not about to
squander it and shift all of that back to Korea. They're
commtted to the U S. market.

MR. SWANSON: Good norning. My nane is Gary
Swanson. |'m Senior Vice President of Sales at Hynix
Sem conductor Anmerica. Hynix Sem conductor Anerica is the
U S. headquarters and sales armfor all of our DRAM
manufacturing facilities, those in Korea and our state-of-
the-art facility in Eugene O egon.

| cane here today to give you an insider's view on
how DRAMs are bought and sold in the U S. market. |[|'ve been
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selling DRAMs to the U. S. market for 17 years, first at
Toshi ba and the | ast eight years at Hyni x Sem conductor.

| want to talk to you today what | believe are
some of the inportant factors involving conpetition in the
DRAM mar ket. Probably the nost significant one is the fact
that the market for DRAMis worl dw de. At Hynix
Sem conductor Anmerica, we focus on our custoner's worl dw de
requi renents. W strategize and plan the total DRAM needs
of our custoners, in the matter where they want us to shift
the product. Thus, ny responsibility is not just for DRAMs
consunmed in the United States; but, also, for U S
custonmers, who want DRAMs for worl dw de consunpti on.

For exanple, one of our |argest custoners is | BM
Every quarter, |IBM sends us a forecast of their needs of
their 12 purchasing sites around the world. W negotiate
wi th | BM about an appropriate price and then ensure that |BM
receives the quantity of DRAMS that it needs, wherever the
| BM manuf acturing facility is |ocated.

We, then, negotiate pricing. W do so for all of
our custonmer's facilities worldw de. That is, as the chart
you see here indicates, that the largest U S. custoners
require a single worldw de price for their DRAM purchases,
regardl ess of the country of destination of our shipnent.

The reason for this is that transportation costs
are negligible for DRAM products, because they are easy to
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ship huge quantity in relatively small containers.
Accordingly, the transportation costs are really never a
concern in our business. Therefore, our |large U S.
custoners want to use and | everage their worl dw de
pur chasi ng demand for all of their worl dw de needs and,

t hus, they need a single worldw de price.

Agai n, you can see that we service our custoner
needs wherever they are located. A related interesting fact
is that the recent worl dw de DRAM needs of our U. S
custoners have grown nuch nore rapidly outside the U S., as
you can see. Very sinply what this chart is trying to show
you is that the largest U S. customers are now noving much
of their manufacturing offshore. And this chart tells the
story. You can see that the transfer of manufacturing
of fshore by conputer conpanies has been rather dramatic.
| ndeed, in less than 10 years, the ratio for |IBM has been
conpl etely reversed.

Next, | want to share how prices are negoti ated
with the | argest custonmers. Wiile, of course, given the
nature and that DRAMs are commobdity product, in the real
world, price is not the only thing. You need to understand
that sales to our |argest custoners, what we call our
strategi c accounts, are pursuant to a |ong-term agreenent.

Essentially, under a |long-term agreenent, the
custoner agrees to conmt a certain share of their needs and
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a supplier agrees to nake capacity available for that need.
The custoner and supplier agree that the respective
commtnments are subject to supplier's performance in the
areas of technology, quality, responsiveness, and price.
Accordingly the price negotiations for orders take place
under the unbrella of a long-termrelationship, which
i ncl udes many factors.

At the outset, | want to nmake clear that price
negoti ati ons only happen after suppliers obtain
qualification at our strategic accounts and it's becone a
qualified supplier for a particular DRAM product. The
actual price negotiations between custoner and supplier
general ly happen every two weeks. However, the negotiation
is not sinply about who has the | owest price, because
busi ness is awarded to suppliers based on a nunber of
factors.

Essentially, for all the negotiations, the
custoner eval uates technol ogy, our product nenu, quality
record, delivery performance and price. The supplier is
conpeting in all of these areas to win the business.
Suppliers are always trying to differentiate thensel ves by
addi ng value in each of these areas.

Simlar on the supplier's side, the supplier nust
take into account a host of factors during the negotiations:
the extent of the relationship of the custonmer; whether a
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| ong-term agreenent is in effect; the quantity that's being
ordered; the particular type of DRAM products desired and
availability -- that is the supplier's ability to neet
delivery times that are requested by the custoner; position
of conpetitors of the custoner; the breadth of
gqualifications; and trends in the spot market. | note that
all these factors, some of which can change often, are part
of the deliberative process, when negotiating with
custoners. In short, both custoner and supplier, these are
factors other than price that play an inportant part of
negoti ati ons with custoners.

My final comment today is that | find the case a
bit surreal. Mcron conplains that they have been
materially injured, but the real world marketplace indicates
otherwi se. Over the past three years, Mcron has been very
aggressive and steadily gained market share in the U S.

They have capitalized very well on the relative strengths of
financial stability, technol ogy, and | ow cost manufacturing.
Just |l ook at the chart, Mcron has cleaned up in the U S
mar ket, not Hyni x. Thank you.

MR. CONNELLY: Good norning. M nane is Warren
Connelly and |'m here on behalf of Sansung. | have really
just two points to nmake today. First, Mcron and |nfineon
know t hat Sanmsung didn't get any countervailing subsidies
here, and we think the injury allegations ought to be
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considered in light of this know edge.

Second, Sansung's U.S. sales activities, which
differ in significant respect fromHyni x's activities, have
not had the slightest adverse affect on the domestic
i ndustry.

The reason why M cron naned Sansung as a
respondent was to inprove its chances of satisfying the
Comm ssion's prelimnary injury test. It knows it can
prevail only if the Comm ssion aggregates the volune and
al | eged adverse affect of all Korean DRAM i nports, not just
those inported fromHyni x's Korean facility.

But the Conmi ssion has anple staff approval
authority to discount Mcron's subsidy allegations
pertaining to Sansung, and I'll explain why a little later.
But the center stage for that explanation, | think we first
need to put Sansung's operation, both globally and in the
United States, in a bigger perspective.

First of all, no one disagrees that Sanmsung is the
nost efficient and the nost profitable DRAM producer in the
worl d. Moreover, it has never engaged in unfair trade in
the United States or el sewhere, despite Mcron's |ong
hi story of scrutinizing every aspect of global nenory trade.

M. Appleton very recently told analysts actually
this Septenber that Sanmsung is "clearly out in front of
everybody,” with respect to the staff its grow ng and
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hi ghest price DRAM chips, and that's the double data rate
chip, which they testified about this norning.

One firm Mrgan Stanley, recently sumed up its
anal ysis, by stating that "Sanmsung El ectronics is the
strongest player in the DRAM market." O her anal ysts have
repeatedly stated that Sansung is well positioned to weather
the current downturn and they provide several inportant
reasons for the concl usions.

First, Sansung has cutting edge products that the
nost inportant and | argest custoners want. For exanple,
Sanmsung sells commercial quantities of RAM Bus DRAM which
give it a significant conpetitive advantage over M cron and
I nfi neon and many ot her conpetitors. Cray, Inc., which was
here several years ago in its own dunping case, announced
| ast week that it is going to use Sansung's R DRAM
technology in its X1 super conmputer, which will be the
worl d's | argest super conputer and nost powerful .

Sansung is also a significant producer of graphics
DRAMs and ot her highly profitable, non-commodity chips that
the donestic industry's |eaders does not produce or produces
inlimted quantity. Because Sansung has diversified its
product line, its DRAM product line, into a nmuch greater
extent than its conpetition, it has reduced the effect of
t he busi ness cycle.

Second, Sanmsung has continually invested billions
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of dollars in technology, mainly out of internally-generated
findings. It was the first DRAM producer in the world to
have a significant portion of its production at a sub .15
mcron level. This occurred by late 2001. According to one
i ndependent analysis, this gave it alnost a six-nonth cost
advant age over its conpetitors.

Sansung is, also, now converting to a 12-inch
wafers. It generates 50 percent nore die than eight-inch
wafers. Mcron, in contrast, has yet to adopt 12-inch
waf ers.

Third, Samsung has a |ong hard established
reput ati on anong DRAM buyers. They know that they can
obtain the performance | evels, the quality, and the
reliability that they need. |ndependent anal ysts concl ude
that the value of the Sanmsung brand, conbined with advanced
technol ogy and distinctive products, allows it to obtain a
10 to 20 percent price premumover its generic conpetition.

Sanmsung's primary custoners are conpanies |ike
Dell, 1BM Apple, Conpag, HP, and Sun Mcro Systens, that
purchase chi ps worl dwi de. These custoners have the nost
demandi ng standards and the nost need for |eading edge
t echnol ogy.

These reasons and nore that we'll provide in our
post -conference brief explain why Sanmsung has been so
successful in the U S market. There are no subsidies. But
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even if they had been provided at sone mnimal |evel, they
woul d not expl ain any aspect of Sansung's gl obal success.

In Austin, Texas, noreover, Sansung has a very
significant DRAM wafer fab facility, in which it has
invested over a billion dollars. DRAMdie fromthis plant
that are assenbled in Korea, the consumer product, are sold
at the identical prices as devices made in Thailand and
Korea. However, M cron has never expl ai ned why Sansung
woul d engage in pricing tactics in the United States that
woul d underm ne the conpetitive viability of a very
substantial donestic facility. |In fact, this type of tactic
woul d make no econom c sense.

| want to turn nowto Mcron's petition. And
let's see precisely what M cron had to say about the
subsi di es that Hyni x and Sanmsung al |l egedly received, and
usual ly arising fromsubsidized inports. Now, the first
thing that we see is that Mcron described in extraordi nary
detail the subsidies that Hynix allegedly received. In
fact, its description takes over 80 pages of its petition
and at the end of that 80 pages, we get a precise
cal cul ation of the benefits that Hyni x received.

Now, what do you see with respect to Sansung? You
see a grand total of two pages of Sanmsung specific subsidies
and we see no calculation of the benefits. | submt to you,
if ny client really thought that subsidies had greatly

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo 0o »d W N - O

87
enhanced Sansung's ability to conpete in the U S., you would
expect its petition and its questionnaire responses to focus
heavily on Sanmsung and its activities. But the nost notable
fact about Mcron's injury allegations is that they say a
| ot about Hyni x, not Sansung, even though Sanmsung accounts
for a much | arger share of total Korean DRAM sal es and
mar ket share in the United States.

For exanple, on page 140 of their petition, Mcron
cites a J.P. Mdirgan research report that tal ks about
possi bly aggressive pricing by Hynix, not Sansung. There's
no question that Mcron's counsel and its in-house staff
continually review the enornous anmount of publicly avail abl e
reports and expert anal yses concerning prices and price
trends that deal in the marketplace, not to nention their
own internal data and reports. And, yet, they have failed
to submt any neani ngful evidence concerning Sanmsung. |
submt to you this is hardly surprising, since independent
anal ysts continually say that Sansung, as | nentioned
earlier, can earn a premiumfor its product, with its nuch
greater product diversification.

Now, Mcron's response, I'msure in their post-
conference brief to what | said this norning is going to be
that the Comm ssion has no discretion, at this stage of the
investigation, to consider the |levels of subsidies that
Sansung has received and that you' ve got to accept the
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all egations as witten in the petition as true. But the
Comm ssion has anple authority to consider the other |ack of
evidence as to the effect of those subsidies upon Sansung's
prices and its conpetitive behavior in the United States.
These considerations are within your ability to consider the
rel evant conditions of conpetition and all econom c factors
that you think are relevant to your injury analysis.

Quite obviously, Mcron has to contend its
subsi dies affect the manner in which Sansung operates in the
United States. The ways in which Sansung operates,

i ncluding the product and the volunes it sell, the custoners
it sells to, the prices it charges, and the current affect
of subsidies on its behavior are rel evant economc factors
and conditions of conpetition.

Unl ess the Conmm ssions discounts the significance
of Sanmsung's inports, because of its superficial allegations
in the petition, it would have to admt to injurious conduct
by Sansung. It can then exam ne whether the Hynix vol une,
assum ng that they are subsidized, could have caused
material injury or a threat. And we're certainly hear nore

about that fromM. Durling in a nonment.

Wth respect to the threat criteria, | just want
to make one point. W'I|l address the threat criteria in
detail in our brief. You heard this norning that Sanmsung

has expanded its capacity in Korea. But, this has to be
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considered in light of the conditions of conpetition in the
DRAM mar ket .

The cost of the expansion is a business
inperative. It is not an indicator of threat. Wy?
Because, as we heard this norning, the DRAM business is
grow ng. Supply has to keep up with demand. And the proof
of this, of course, is that Mcron, itself, is increasing
its capacity. It bought the plant in Manassas. |t bought
TI's global facility, its global wafer fab facility. So,
they are expanding their own capacity, just like other world
cl ass producers, |ike Sanmsung.

In closing, it's very safe to say that Mcron and
Infineon will not be surprised fromthe Comrerce Departnent,
t hat Sanmsung has not received countervailing subsidies from
t he Korean Governnent. They know full well that the only
benefits that Sansung has received, and these are m nor
benefits that are available to all Korean conpani es, not
j ust sem conduct or conpani es.

And why do they know this? And the reason is,
because they have Sansung's subm ssion to the European
Conmi ssion. And the public version of that subm ssion
states that Sanmsung has not received any countervail abl e
subsidies. Yet, they're going to drag Sansung and the
Commer ce Department through a very burdensone and expensive
process, just so they can prolong this investigation and it
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operates to put continuing pressure on Hynix to shut down.

If Mcron brought this case solely with respect to
Hyni x subsidies, the only subject inports would be Hynix
inmports and the injury case would |l ook far different and far
weaker. The Conmi ssion has the authority to consider this
point inits ow analysis; and if it does, we submt to you,
it would | ead to negative determnation. Thank you.

MR. DURLING For the record, |I'mJanmes Durling of
WIllkie, Farr & Gallagher, and I'm going to discuss the
issue of material injury in this investigation, and |'m
going to do it substantially in the words of the domestic
i ndustry, thensel ves.

| think we all know that injury is in the centra
step core elenent and, in this case, there's not even a
reasonabl e indication of material injury. W need only | ook
at the domestic industry's own words, as displayed
repeatedly in industry conferences, to realize this is not
an industry that is suffering any injury. So what ny
presentation will do is take specific factors and sumari ze
what M cron and Infineon have had to say about these
factors, in their own words.

The critical inportance for the Conm ssion and the
staff is two perspectives. First, this, as everyone knows,
is a very cyclical industry, so one cannot | ook at any one
year or any two years. This case isn't about a single point
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in the cycle; it's about understanding the overall cycle for
this industry.

Second, it's critical not to | ook at any one
factor. This case is not about operating profits al one.
What you heard this norning was nostly conpl ai nts about the
| evel of operating profit. But, the staff requires the
Comm ssion to consider a nuch wi der range of indicators of
i ndustry heal th.

And third, | think it's extrenely useful to
consider Mcron's own definition of financial health and
success. How does this industry, itself, define its health?

So, let's look at the words of M. Appleton. "W
have a good past bal ance. W can keep investing. W have
enough mar ket share. W can focus on technol ogy innovati on.
| think we are in as good a space as anybody."”™ O another
recent quote fromthe Mcron annual report, "neasure of
financial strength, past position, access to capital
mar kets, mnimal debt, |eading edge manufacturer, resources
to invest in technology.” | find it interesting that all of
these factors that Mcron, itself, is pointing to, are, in
fact, factors, which the staff requires the Comm ssion to
consider, as well.

But what happens if we apply this broader
definition of success to the donestic DRAM i ndustry?
Products and out put have been increasing. The industry
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sells rapidly and Mcron has energed as a gl obal |eader in
the industry. But, the U S market is the only market in
the world where all four of the nmaj or DRAM conpani es,

M cron, Infineon, Sansung, and Hynix, all have major
production operations. And, in fact, all of these conpanies
are gl obal producers.

Mcron, itself, produces in the United States and
Italy, Japan, Singapore. By various neasures, the domestic
i ndustry has been increasing its output to neet the ever
i ncreasing demand for nmenory. You heard about that this
norning. And these are recent quotes from M. Sadler,
al though I think you heard plenty about expandi ng out put
t hi s norni ng.

Not surprisingly, systens have al so been
increasing, with the increase of outputs, service, the
vol unme of sales. Again, M. Sadler described the increase
in Mcron's levels. Sales volune may have declined, but
that's really just a manifestation of the global price
trend. We'Il come back to prices a bit later. So, U S
production and sal es activities have all been increasing.
So, we have a first piece of our picture.

What about market share? You heard a | ot about
increases this norning. Mcron, itself, has increased its
mar ket share, both globally and in the U S. market. Since
1994, Mcron's share of the gl obal DRAM market increased
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dramatically, according to recent testinony at the Candex
conference. Infineon's share of the gl obal DRAM mar ket has
al so increased fromthe I nfineon Roadshow.

So, they both, also, increased their market share
in the Arericas. What are the nunbers? There is the
wor | dwi de nunber, according to Data Quest, show ng
significant increases by Mcron and Infineon and showi ng a
signi ficant decrease by Hynix, the beneficiary of all the
al | eged Korean Government activity. There are the nunbers
for the Americas, the sane basic trend.

So what do these nunbers tell us? @ obally,

M cron and I nfineon have together gained 7.1 points of

mar ket share. Hynix now, 4.8 points of market share.

Korea, overall, including Hynix and Sansung, gained only 1.5
poi nts of market share. Wio is winning and who is losing in
this industry? And the sane trends in the U S. market,
except here, the gain by Mcron and Infineon is even greater
than on a gl obal basis.

Is this evidence of injury fromthe donmestic
industry? 1 don't think so. And what's remarkable, in
Iight of Commerce's decision yesterday, these nunbers are an
exaggeration, because they should craft out all of the U S. -
based production -- They don't. These are the market share
trends, if you treat -- as considered Korean production, and
they' re not.
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So, let's put the market share in perspective.
Mcron, itself, likes to boast about its increasing |levels
of penetration with key customers, as custoners recogni ze
Mcron's trend. Mcron |ikes to boast about it being the
wor |l dwi de | eader, in terns of nmegabyte nmarket share. As if
these are the rel evant nmeasures: what is the brand market
share; what has been the penetration of key custonmers. And
by any neasure, the donestic industry has been doi ng j ust
fine. 1In fact, they've been thriving over the period of
i nvestigation.

The petition tries to create the illusion of
decl i ning market share by mani pul ating the country of
origin. So, we have another piece of our picture.

Profit, you heard a | ot about profit earlier this
norning. It's inproper to try to evaluate the DRAM i ndustry
based on any narrow snapshot of profitability. Since it is
such a cyclical industry, you have to | ook at profits over
the full cycle, up and down, and look at it over time. But
this an area where it's the nost inportant to apply Mcron's
own broader standard of financial success, to understand
what M cron sees is the relationship of operating profits to
ot her nmeasures of financial health.

If Mcron does not stress operating profits to the
public and to the investnment conmmunity, then neither should
t he Comm ssion stress operating profits over the other

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O dM W N - O

95
statutory factors of material injury. This is an industry
that is purporting inproving profits; |osses during the nost
recent period, but the situation is getting better. Mcron
recently boasted to investors that its growth margin has
been i nproving; so has Infineon, also announcing
i nprovenents in recent growmh margins. Both conpani es,
al so, boast about extrenely |ow costs, which | eads themto
achi eve higher levels of profit over the full business
cycl e.

So, these are slides froma M cron Roadshow, from
July of this year, show ng just how much progress they had
in the recent period, as the market goes through the bottom
of the cycle and begi ns noving up. So, they've reported, at
| east here in the third quarter, which just canme out,
showi ng i nmproving gromh margins relative to the cost before
t hat .

There's another M cron slide, tal king about how
its technol ogy | eadership |l eads to extrenely | ow cost
posi tion, which well positions themfor future
profitability. And so does Infineon. There's a Novenber
| nfi neon Roadshow, where, again, they talk about their
investnment in new fabs. Their ability to achi eve huge cost
advant ages over their rivals.

Here is a graph of Mcron's cyclical operating
profit. And | think it's inportant to note the extrene ups
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and downs of Mcron's operating profit. Mcron, itself,
recogni zes these extrene cycles. These are the slides from
a Mcron presentation at Candex just a few days ago, where
t hey used industry publications to describe the extrene
cycles. There are ups and downs in this industry and it's
al ways been that way.

So when we're trying to assess profit, as a staff
report factor, where does that |eave us? First, the DRAM
i ndustry, itself, largely discounts the inportance of
operating profits relative to other neasures of financial
success. It's a boom bust cycle, and they know that it's
nore inportant to | ook at other neasures.

Second, this view of the industry, in fact,
reflects the economcs of the industry. |In a boom bust
i ndustry, you need to | ook at nore than just operating
profits. But, inportantly, profits during the boom period
nore than covers the | osses during the bust period.

Anot her inportant point is to recognize the
volatility. The boons and the busts are both going to
hi gher extremes. The bust, boom period denonstrates two
extrenmes, both in the extrene of profitability and in the
extreme of loss for this industry.

But, here, | think is the critical point about the
past three years. For all of the losses in the past two
fiscal years, Mcron nmade nore noney over the 2000 to 2002
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fiscal period, than it did over the 1997 to 1999 peri od.
For the period of tinme where the all eged subsidies were not
taki ng place, Iong before any of these all eged Korean
Governnment activities, they were making | ess noney than they
are maki ng now at the bottomof the cycle, in the mdst of
all of this alleged Korean Governnent activity. So, |
think, fromthe broader perspective, industry profits are
not as doom and gl oom as you m ght have believed fromthe
nor ni ng presentation.

Anot her staff report factor: productivity. There
is aslide fromMcron 2001 year end, where they describe
their incredible inmproving efficiency, a straight |ine up.
So, we have anot her piece of our picture.

Capacity, you heard a | ot about capacity this
nmorni ng. Both Mcron and I nfineon have increased capacity
over the period. They need to. That's the nature of the
market. Demand is increasing. Everyone is increasing
capacity to neet that demand. |In fact, by the end of 2002,
Mcron's capacity wll be substantially .13 mcrons, and
this will substantially increase capacity and reduce costs.
Sane for Infineon. They've been expanding their capacity
and expanding their die shrinks to increase nore capacity.

But, there's a link between the capacity and the
cylicality. 1t's just based on economcs of this industry.
You heard this essential story this norning, that because
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t he capacity cones on in large discrete |unps and because
the fabs tend to be run full out, anortize the high costs,
you have capacity comng on really lunpy. And you have a
series of time in the DRAM cycle, where the increase in
capacity, the increase in supply has exceeded the rate of
growt h of demand.

But, this is not unique to the nost recent period.
This is not unique to any all eged Korean Gover nnment
activity. This is a fact of life for the DRAM i ndustry.
The capacity affects the prices. |In fact, the downward
cycle in DRAM prices is largely a result of the bust that
cones after a period of supply exceeding demand. Lots of
new capacity cones on line, creates a period of inbal ance,
which is then corrected as it works through the next stage
inthe cycle. In fact, it's well known in the industry that
capacity utilization is a strong predictor of average
selling prices.

So, we have significant facts of the increases in
di e shrinks, both before and during the period. But, it's
inmportant to note that nuch of this increase has been by
M cron, by Infineon, by the Tai wanese, and not by Hyni x.

Here's a table, which shows based on third-party
dat abases, the anpbunt of capacity that's been added. This
is labeled in terms of change in eight-inch wafer equival ent
starts per nonth. And you can see that Hynix has actually
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been starting fewer wafers, substantially fewer wafers, and
that the growt h has been Infineon, Mcron, the Tai wanese.
You have anot her piece of our picture.

Prices go up and down in this industry. So, in
this industry, it doesn't make any sense to |l ook at sinple
price trends. It has to be considered in the context of the
DRAM cycl e. And you have to acknow edge that, in this
industry, there's extrene volatilities. That's why you
correct nonthly prices.

But, it's also inportant to realize that the price
trends are global trends. There's virtually no variation
across the graphic markets. Mcron knows prices are
volatile. This is a slide fromtheir London Roadshow, where
their plotting DRAM average selling prices. And you can see
the dramatic increase in volatility toward the end of the
peri od.

Prices are also extrenely consistent on a gl obal
basis. Again, using third-party data, this is plotting for
a 128 neg CC133 synchronous DRAM kind of a bread and butter
chip for this industry. |It's virtually identical prices.
They go up and they go down, but they're going up and down
by the sane amobunt in every market in the world. So, you
have anot her piece of our picture.

Cost flow, this is a critically inmportant issue
for this industry. Both Mcron and Infineon have very
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strong cost flow. Steve Appleton, talking to a sharehol der
boasting about the $1.2 billion in costs and market abl e
securities, as they just finished their fiscal year.

I nfi neon, tal king about a strong cost flow of two billion
Euros, as it just finishes its fiscal year.

But nore inportantly, this is how the DRAM
i ndustry neasures its success. Success iS generating cost
flow to fund new investnents and new R&D, and it's nore
i mportant than short-termoperating profits. Here's a graph
based on Mcron's quarterly financial data, show ng net
costs provided by operation. And, of course, you see the
totality that's inherent in this industry. Though it's
inmportant, the trend |line shows that over tine, even with
the increased volatility, Mcron, on average, has been
generating nore and nore costs out of its operations. This,
| think, is nore inportant than operating profits.

| nventories has been lowin the recent period. O
course, they rise and fall, in response to denmand, and so
there's a lot of variation. But, in the nost recent
statenments, Mcron is bragging about its very |low inventory,
| ow conpared to where they were a year ago. Another piece
of our picture.

Enpl oyment and wages. You heard this norning how
M cron has maintai ned enploynment. For as nuch as it has
mai nt ai ned enpl oynment, Mcron has continually increased its
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U. S. -based enpl oynment during this period. There was an
increase in enploynent. Total wages paid has al so
increased. And they've been increasing this U S. -based
enpl oynent even as they stand on a gl obal basis. Here,
based on what Mcron pay, is the total head count enpl oyees
in the United States over this relevant period, a steady
i ncrease. Another piece of our picture.

Ability to raise capital Mcron has aggressively
bragged about its financial strength and neasured it nmany
different ways: the strongest bal ance sheet in the
i ndustry; low debt to equity ratio; positioning itself as
the market | eader with ready access to the capital markets.
This is another key neasure of success for this industry.

Rai sing capital allows for continual investnent and spendi ng
on R&D.

In fact, from M cron annual reports, we can see
that based on a range of financial neasures, current ratio
of debt to equity, Mcron is actually better off now than it
has been at the bottom of prior industry troughs. Look at
the current ratio, which has inproved fromabout tw to
al nost three. Look at the drop in the debt relative to the
equity. This is a conpany, that after com ng through the
two worst years in DRAM history, is better positioned than
it has ever been in its corporate history. That is not a
sign of material injury.
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This industry is grow ng. The donestic industry
has grown with the global market. |It's better positioned
now than it has ever been before. Mcron has gone from
being a small player, to being a global industry | eader.

And as | nentioned before, the U S. is the only
mar ket where all the DRAM conpani es are operating and
expanding, with new facilities and with nmaj or upgrades in
the U.S. industry. The major investnent that Hynix has been
maki ng has been in upgrading its fab in Eugene, Oregon,
putting in new equi pnent, allow ng the O egon-based
production to have state-of-the-art manufacturing equi pnent.

The industry has been growing on a worl dw de basis
and worl dwi de DRAM revenue has al so been increasing. This
is not an industry in decline, where people are scranbling
for small bits and pieces. This is an industry that has
been growi ng. Another piece of the picture.

| nvest nent has been increasing. The donestic
i ndustry has a very strong cash flow liquidity that can
conpletely fund new i nvestnent, strong bal ance sheets and no
trouble raising new capital. The capital markets readily
recogni ze the upside potential in this industry.

M cron has consistently invested, even in the
downturn. And, in fact, Mcron's investnment very w dely has
been counter cyclical, where they aggressively invest in the
down cycle, they acquire assets in the down cycle, to
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exploit themduring the next up cycle.

Here is a slide fromMcron's London Roadshow,
describing its cash and liquid i nvestnments over the period
that the Comm ssion is considering now, and you can see the
very strong and inproving position. Here is Mcron
conparing itself toits rivals late in the fiscal year 2000,
showing that it viewed its financial strength based on
assets to liability as being substantially better than
anyone else in the industry. Again, this isn't our
analysis. This is Mcron's own analysis of its own relative
posi tion.

Capi tal expenditures, notice the steady upward
trend and notice the ability of Mcron to invest $1.7
billion capital expenditures in 2001, which was the worst
year in industry history.

I nfineon feels the same way, very solid financial
position. They have nore than doubled their cash position.
W' ve just gone through the worst trough in DRAM history and
t he donestic conpanies, Mcron and Infineon, are
strengthening their financial position. Again, consistent
capital spending fromMcron. And Mcron increased its
capital spending, while the DRAM i ndustry, as a whole, was
actual ly trendi ng downward. Another piece of our picture.

R&D spendi ng, al so, very strong and increasing.
Donestic industry reports consistently increasing R&D
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M cron brags about its |leadership in the area of
intellectual property, expanding new facilities. The
dol l ars spent on R&D have been steadily increasing through
ups and downs in the business cycle, both dollars spent and
new facilities being built. And, in fact, Mcron's R&
spendi ng has been above its historical trend Iine. Using
M cron's annual reports, we show here the trend over the
past decade and their recent spending has been ahead of the
trend |ine.

So what does all this financial data nean for the
Conmi ssion? Strong cash flow. The donestic industry is
conpletely able to fund investnments in R& | argely out of
ongoi ng oper ati ons.

Second, strong bal ance sheets. They can access
the capital markets whenever they need to and they can fund
investnments in R&D, even if there's a tenporary downturn
Strong capital spending, the domestic industry is extrenely
wel | positioned to benefit enornously during the next upturn
in the market. Strong R&D spending, again, extremely well
positions for |ong-termcomercial success.

Here is another slide fromthe M cron Roadshow,
where they're describing in overall terns their financial
strength. And they recap a lot of the thenmes that |'ve been
di scussing wth you today: the anmount of cash, the | ow cost
producer status, the debt to equity ratio. But, here,
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think is really the essence of what I'mtrying to convey to
you: proven ability to weather downturns; financial
position in current cycle trough, stronger than any previous
cycl e.

In all honesty, | can't cone up with a better way
to summari ze respondent’'s case for why this industry is not
suffering material injury. And there's not even a
reasonabl e indication of material injury, because these are
not my words, these are Mcron's words. This is probably
the nost revealing statenment you'll hear all of today and it
doesn't sound like material injury.

So the overall assessnent Steve Appl eton has given
to his shareholders is, we're the strongest player in the
arena: advanced technol ogy, cost cutting, optimzed
spending. Mcron is well position to conpete in this
difficult environment. | would agree, success neasured by
financial strength, technol ogy | eadership, nmanufacturing
efficiency. Mcron has proven many tinmes that it has what
it takes not only to survive, but also to be a |leader in
this conpetitive environnent. | agree. But, these
statenents are totally inconsistent with what you' ve heard
given this norning as testinony about an industry on the
rope, in need of assistance fromthe Comm ssion.

So, in perspective, | think this industry | ooks
fine. Put all of the pieces to the picture together and
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this industry is doing just fine.

So what does all this nmean? W know this case is
prelimnary and we know it's a | ow standard of proof. But,
this case is different, because rarely has a domestic
i ndustry said so nmuch, in so nuch detail, about its overal
condition and strength.

M cron and I nfineon are predom nantly DRAM
conpani es. So when you | ook at these quotes by Mcron and
I nfineon, they are |argely describing their DRAM busi nesses.
This isn't a multi-product conglonerate. This isn't a
general statenent by Sansung about Sanmsung as a gl obal
corporate entity with a dozen different product |ines.

These are statenents by DRAM conpani es about their DRAM
busi nesses.

And they sinply can't have it both ways. W
assuned that the conpanies were being fair and truthful when
t hey described their business and their business prospects
to the investnment community. W take themat their word.

So, what does that nmean about their statenents here today?

So what should the Comm ssion do? Consider the
record carefully. In our view, this case deserves attention
now, not |later. Test the record carefully. The wealth of
information that these conpani es have already provided to
the public and to the investnent comrunity provides the
perfect benchmark for testing what they're telling the
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Comm ssion now. And recogni ze that this case should be
termnated now The facts require termnation now. And
make this case, both the record assenbled and its
determ nation nmade, a fitting tribute for Lynn Feat herstone,
as he begins to approach the end of his tinme at the
Comm ssion. Thank you.

MR. PORTER. M. Featherstone, that concludes our
present ati on.

MR. FEATHERSTONE: Thank you, M. Durling, and
t hank you all for your testinony. Just for everyone's
information, M. Porter is going to provide copies of at
| east the data slides for both the Conm ssion record and for
parties. And as soon as you can get those, we appreciate
t hat .
PORTER: W were going to --
KAPLAN:  (No m crophone.)

2 3 3

FEATHERSTONE: | understand --
MR. PORTER. M. Featherstone, after what's
di scussed wth Comm ssion staff and ny understandi ng of the
regul ations is what is deenmed provided for the record today
is our testinony and our testinony alone. W'I|l be happy to
provide the full presentation in our post-conference brief.
MR. FEATHERSTONE: | understand that the testinony
is available tonorrow in the transcript. But if it was
difficult to read, even for people in the room a nunber of
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those slides, we would like you to provide the tabul ar data,
at least, as quickly as possible, so that parties can
comment in their post-conference brief.

MR. KAPLAN: (No m crophone.)

MR. PORTER M. Featherstone, M. Kaplan is
incorrectly citing the regulation. The regulation says, if
you want to offer slides for the record, it's a five slide
[imt. W're not offering these slides now for the record.
We are offering our testinony for the record.

MR. FEATHERSTONE: We're going to nove on with
guestioning and we'll leave it at the post-conference
briefs, unless further discussion here creates a problem
with that. 1'Il be consulting with Ms. Hause here. M.
Messer ?

M5. MESSER:.  Thank you for your testinony this
norning. |'m Mary Messer, O fice of Investigations.

M. Durling, you spoke at great |ength concerning
a growi ng industry and you' ve focused primarily on M cron
and I nfineon, to put together your pretty picture. However,
there's a few pieces of that picture that you m ght be
m ssing, that | want you maybe to coment on now, if you
could, and it's those conpani es that have gone out of
busi ness during the period of investigation. How does that
| ook, as far as the growi ng industry, when you consi der
t hose that have retreated?
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MR. DURLING | can offer some initial coments
now and then we can, of course, elaborate in our post-
conf erence subm ssi on.

| think there are two inportant things to realize
about the exit fromthe industry. The first is that for
many of the conpanies, the exit fromthe industry,
particularly the Japanese conpanies, was sinply a corporate
deci sion, that they were not prepared to live with the
volatility of the DRAM busi ness. Every conpany has to nmake
its own decision about how to optimze its own financi al
performance. And many of the Japanese sem conductor
conpani es have concluded that they are better off devoting
their corporate resources to other types of sem conductors.

So what has this nmeant? For these conpanies, sone
of them have shut down DRAM operations and converted those
fabs in the U S. to producing other types of sem conductors.
That's fine. That's just a redeploynent of assets from one
use, to a higher value use. For sonme of the other
conpani es, they wanted to reduce their exposure to DRAM
sem conductors, so they sold those assets to other
conpanies. In fact, that's been a hallmark of Mcron's
corporate strategy, to take advantage of downturns, to
acquire assets at very, very attractive prices, and then to
redepl oy those assets when the market turns around.

And so, we believe that the exit fromthe industry
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is actually a sign of strength, not a sign of weakness. The
exit fromthe industry has nmade it possible for the other
conpanies, in particular, Mcron and Infineon, to expand
their scale, to expand their operations, and to better
position thenselves to be long-termsurvivors and | ong-term
success stories in the DRAM busi ness.

M5. MESSER. O course, we'll have sone of the
data. We may not have, at this stage, all of producer's
trade data, at |east, that have gone out of business. Are
you, then, saying that if we were to have all of this data,
that the trends would still show grow ng?

MR. DURLING No. What |I'msaying that to really
understand the inportance of exit in this industry, you have
to step back and go beyond just tabulating the production
figures out of these U.S. facilities and addi ng the nunbers
t oget her and seeing whether it's an up trend or a down
trend. What |'mreally saying is that you need to
under stand the notivation of these decisions by the
conpani es and essentially the redepl oynent of assets to
ot her uses. But, we certainly can work to assenbl e what ever
publicly available information is avail able, to nmake sure
t hat you have a record of which fornmer Japanese DRAM
facilities have now been converted to other uses. And, in
fact, as you heard this nmorning, for sone of the facilities,
t he people now in possession of that information are, in
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fact, the donestic industry.

So, we will do our best to nake the record as
conplete as possible. If the donestic industry does the
same, then you shoul d be okay.

M5. MESSER And it's ny understandi ng that NEC,
Fujitsu, and IBMthat we're concentrating on, as far as --
and it appears that TI and Toshi ba have been taken over;
that capacity, at |east, has been.

MR. DURLING Yes. W have the good fortune, in
this case, that there really is a surprising anmount of
publicly available information. And so, basic information
about those fabs and what they were produci ng and how nuch
they were producing, that, again, it won't be perfect, but
getting a pretty good general idea of the scale of those
operations is sonething that we can do from public data.
And we will do our best to collect that for you.

M5. MESSER: Thank you, very nmuch. That wll be
very hel pful

Ms. Bishop, | want to make sure | understood
sonet hing you said very early on in your testinony. |
bel i eve you said, and correct ne if I'mwong, there are no
| onger any independent assenblers in the United States.

M5. BI SHOP: That's our understanding right now

M5. MESSER  Assenbling the case to DRAMs --

M5. BI SHOP: Correct.
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M5. MESSER: -- independently. Wre there and how
long ago did they exit?

M5. BI SHOP: They were clearly in the previous
Conmi ssi on cases.

M5. MESSER  What about the period that we're
| ooki ng at now?

M5. BISHOP: | don't know. We'Ill have to explore
that information for you.

M5. MESSER  Ckay, thank you. And just one other
issue, if you wouldn't m nd comenting on. | understand you
may want to also do this in your post-conference brief,
since the APO rel ease was only yesterday. But, I'd also
like to give you a chance to comment on what kind of
coverage you believe that we have from questi onnaires that
are usable, froma data perspective.

MR, PORTER | think you'll find you have very
good coverage. | nmean, no one disagrees. There are four
maj or players in the industry and everyone has given their
guestionnaire responses. So, | don't think anyone -- it's
not a case, in which there are doubts about the coverage of
the data. | think it's as close to conplete that you can
get .

M5. MESSER  That's four major players
donestically. I'malso talking about fromthe inport side
and --
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MR. PORTER: We have four major players globally.
M5. MESSER:. d obal |y, okay.

MR. PORTER | think the four major players,
think publicly, data -- | nean, the four together is, what,
over 80 percent of global output. So, | don't think there's
really an issue at all in this case about coverage.

M5. MESSER: (Ckay. That's all | have. Thanks.

MR. FEATHERSTONE: Ms. Al ves?

M5. ALVES: Good norning. Mry Jane Alves, again,
fromthe General Counsel's Ofice. If | could start with
Ms. Bishop. |In order to put a factual side to sone of the
argunents that you began with this norning, could you tel
me specifically what inports are at issue, in terns of the
Comm ssion's definition of what is domestic production or
what is a non-subject inport versus what is a subject
inmport? Who are the exact players, whose materials are at
i ssue? And be as specific as you possibly can, with respect
to which conpanies identities are at issue.

M5. BISHOP: | think we have to | ook at the
speci fics, at the questionnaire responses, to give you
preci se informati on about what countries -- inports from
what countries, how they should be treated. But, as a
general matter, inports from Korea of wafer fabbed in the
United States are treated and had al ways been treated as
donmestic products. Inports of DRAMs that are assenbled in
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Korea, that are fabbed in third countries, have al ways been
treated as non-subject inports. And the Departnent of
Commerce clarified that in its scope determ nation the other
day, that wafer fabrication is determnative, in terns of
determ ni ng what subject inports are.

So, subject inports are those DRAMs that are
fabbed and assenbled in Korea, plus those DRAMs that are
fabricated in Korea, but assenbled in third countries and
then inported into the United States. And | don't believe
that it happens anynore, but it would al so include DRAMs
that are fabricated in Korea, but assenbled in the United
States. Those would be considered, if it occurred. |'m not
sure that that woul d happen

VMR PORTER: If | could, | believe the

Conmi ssion's questionnaire asked very good, intelligent
guestions on this point, and it had at |east structured the
questionnaires to request fromall the major producers in
the world where the wafer was fabricated and where the
assenbly was done. | nean, if you go through the
guestionnaire and if you go through the responses, you'l
see nultiple, multiple pages. So, you have the data of who
i s doi ng what, where.

And all we're saying, as a conceptual and | egal
matter, which pot do you put it in. If Mcron makes a wafer
here and has it assenbled in one of its facilities overseas,
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what do you do with it? |If Mcron nmakes a wafer overseas
and has it assenbled here, what do you do with it? That's
what the |egal and conceptual issue we were trying to
address with Ms. Bishop's statenent.

M5. ALVES: | guess what I'mtrying to get at is,
factually, how significant is this issue for us. That may
require the questionnaire responses, in order to give us a
better sense of that. |[If you can put that in perspective
factual ly? QOobviously, we have the data, but if you're
| ooking at it --

MR. PORTER:  Absol utely.

M5. ALVES: -- factually, as well, and you m ght
tell us what your observations of the significance of that
poi nt are.

MR. PORTER O course, we will do that. But,
then, we're both working fromthe sanme data set, because you
guys did a good job on the questionnaire and collected the
data that you need to do to answer that question.

M5. ALVES: M. Connelly, with respect to your
presentation this norning, | just want to be clear what it
is that you believe that the Comm ssion should be doing, and
| want to make sure that | didn't m sunderstand what you're
suggesting the Conm ssion should do. Are you suggesting
that the Comm ssion should separately be | ooking at the

imports from Sansung, as opposed to the subject inports from
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Hyni x?

MR. CONNELLY: Yes and no. Here's the yes part.
| nports have to, of course, be considered collectively, in
the sense, the traditional sense, that the Conm ssion | ooks
at inmport volunes and U.S. shipnments of inport vol unes, et
cetera, the weight average prices. On the other hand, the
Conmi ssion has the discretion to consider differences in the
way conpani es may or may not operate in the United States.
And all | was trying to suggest this norning is that there
are very distinct differences that will and shoul d affect
t he Conm ssion's anal ysis here.

For exanple, |I'mnow tal ki ng about the
questionnaire information. Each conpany has been required
to identify the coomodity DRAMs it sells in the United
States, RAM Bus DRAMs it sells in the United States, and
speci ali zed or non-commodity DRAMs. There is a very
different indication for both Hyni x and Sanmsung and the two
ot her donestic producers, with respect to that breakdown.
You cannot let that difference be obscured by sinply | unping
everything into this notion that Mcron was suggesting, that
DRAMs are a commodity. That is enphatically not true. Yes,
there are commodity elenents to the market, but there are
speci alized elenents to the market. And that was the main
point I was trying to nmake this norning.

M5. ALVES: | thought it was -- | just wanted to
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be very clear there. | don't want there to be a question
later and | don't want to get a surprise in the post-
conference briefs. As you know, we're tight on tine. It is
obviously a prelimnary phase investigation and with the
holiday comng in, as well. Anything that we can do to
facilitate information exchange, at this point, is certainly
very hel pful

Wth respect to your presentations regarding the
i ssue of defining the domestic industry. |If we could back
up a step and if you could tell ne whether or not, in fact,
individually, M. Connelly and M. Porter, whether or not
you, in fact, concede that your clients are, by definition,
related parties and what is the basis for that?

MR. CONNELLY: We concede.

MR. PORTER. W concede that Hyni x Sem conduct or
Arerica is affiliated with Hyni x Sem conductor, yes.

M5. ALVES: | just want to be clear. And then if
you could al so in your post-conference briefs provide the
sanme | evel of detail with respect to whether or not you
bel i eve appropriate circunstances exi st or do not exist.

MR. CONNELLY: We don't concede on that one.

M5. ALVES: That was mny guess.

MR PORTER. M, too.

M5. ALVES: Also, a lot of your presentations this

norning were directed to the donestic industry performance
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factors with respect to Mcron individually and Infineon
individually. To the extent you're argue that your clients’
donmesti c production should be included as part of the
donestic industry, if you could then further el aborate on
how t hat woul d i npact our analysis of the domestic industry
performance factors as well in your post-conference briefs.

MR. PORTER Yes. Qur post-conference briefs wll
obvi ously have data and tables with our argunent that the
donmestic industry is all four producers. Qur point today
was that if you look at their own statenents about their
success and health, it's an indication, and since Mcron is
by far the biggest U S. producer, at least it gives an
i ndi cati on of whether the donmestic industry really believes
it is suffering material injury.

M5. ALVES: | would like, if you could, to address
a simlar question to that that | posed this norning to
Petitioners, and that is would you care to comment on the
revocation of the antidunping orders on subject inports from
Korea during the Comm ssion's period of investigation, both
factually if there are any circunstances that the Comm ssion
shoul d be aware of regardi ng what you believe were the
reasons why it was revoked and also, as a legal matter, to
t he extent that you believe there is any | egal significance
to the fact that there was a dunping order and that the
dunpi ng order was revoked during the period of
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i nvestigation.

MR. PORTER | would like to address that, noting
a few coments. First, M. Kaplan nmade quite clear why
M cron chose not to oppose revocation. He knew he couldn't
Wi n the sunset case, and so that's just a decision that they
made: Better just to let the order die than fight and | ose
in the end.

Wth respect to the effect of term nation, the
Comm ssion asked this question in its questionnaire, and we
provi ded, we thought, fairly conpelling market share data
about what the effect of the order was and what the effect
of the term nation has been. W showed that when the order
was in effect, Hynix, the one who is being allegedly
subsi di zed the nost here, increased their market share. The
one that was all eged was the only one to have been found
dunpi ng.

So when the antidunping order was in effect, Hynix
increased their U S. market share, and when the order was
revoked, Hynix's market share decreased. So we would say
that neither the order nor the term nation had any effect on
t he market.

M5. ALVES: Wuld anyone care to comment at this
point or in your post-conference brief on how the Comm ssion
shoul d handl e nonsubject inports in this investigation?

MR. PORTER. |I'msorry. |In what respect?
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M5. ALVES: Regardless of how we're defining
nonsubj ect inports, and if you want to answer this in two
different ways with respect to your proposed definition and
with respect to any other proposed definition of nonsubject
i mports, what role do nonsubject inports play in the U S.
mar ket ? Sonetinmes there are argunents nmade about, well, if
there is any sort of an issue here, it's because of
nonsubj ect inports. | want to give you an opportunity to
tell me what role they are playing in the U S nmarket.

MR. PORTER | think you'll see -- we believe, if
you use a consistent nethod for determ ning country or
origin, you'll see that nonsubject inports, | believe, are
much greater than the share of subject inports from Hynix.
And we think that's significant because if under
Petitioners' theory it's whoever has the nost volune is
dictating the price, then Hynix's contribution to any price
depression is nmuch smaller than is nonsubject inports.
think that's what you'll see when the analysis is done
properly.

MR, CONNELLY: Just to add one little point to
that, Ms. Bishop said earlier that one of the keys to
putting each DRAMdie in the right box is to get the die
assenbled in the U S. but fabbed overseas in the nonsubject
import box. That's inportant. And then once you get
everything in the right box, the role of nonsubject inports
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certainly increases, and we will certainly contend in our
post-conference brief with respect to the rel evance of that

under the CGerald Metals deci sion

M5. ALVES: Thank you. | also asked Petitioners
this norning, in the event of a dunping order, whether or
not they believed it would be possible for the Korean
producers to switch their fabbing operations to the United
States, and the response was the fabbing operations here in
the United States are nuch smaller in conparison to the
f abbi ng operations in Korea. Wuld you care to address
either this or any of the other argunents made in the threat
context with respect to subject inports from Korea?

MR. PORTER  Just a few general comments. First,
it is factually not correct to inply that a mnority of
Hyni x and Sansung shi pments to the U S. nmarket are, in fact,
comng fromthe U S. production. A substantial portion of
the U S. sales by both conpanies are already taking place in
the United States, and those substantial facilities are
already there. There is the potential to expand out put of
those facilities to sonme degree, but the other trend to keep
inmndis that, as M. Swanson's testinony showed, for
| arge CEMs, the conputer conpanies that buy the vast
maj ority of these chips, nore and nore of their operations
are going offshore.

So the need to supply DRAMs to the IBMs and the
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Conpags and the Dells and the Apples of the world, the need
to supply DRAMs in the U S. market has actually been -- the
relative portions are switching nore and nore overseas and
less and less in the United States. And in a sense, if |
were to pose a big-picture question for the Conm ssion, to
me it would be do we want to contribute to that trend?

M5. ALVES: Those are all of the questions | have
at this point.

MR. FEATHERSTONE: M. G amal va?

MR. G AMALVA:  John G amalva, Ofice of Econom cs,
and I would |ike to ask sonme of the same questions | asked
the Petitioners this norning. That's, first of all, does
t he Commrerce deci si on change any of the answers to the
Comm ssion's questionnaire, particularly with regards to
i nterchangeability or differences between DRAMs, donestic
and subj ect DRAME?

MR. PORTER. No. The Conmerce Departnent's
deci sion on scope, since it was entirely consistent with
their past determ nations, does not require any alteration
of the data that we submitted. It just means you have to
put certain things in different boxes.

MR. G AVALVA:  You woul d agree with that, M.
Connel | y?

MR. CONNELLY: Certainly.

MR. G AMALVA: Okay. Secondly, | asked the
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Petitioners if Hynix and Sanmsung have roll ed out new
addr essi ng nodes or new speeds of double-data-rate DRAMs in
about the sane tinme period that other donmestic producers
had, and the answer was that Hynix was a couple of weeks
later in rolling out doubl e-data-rate DRAMs, and | would
like to see if you agree with that and see what path Sansung
followed in rollouts.

MR. SWANSON: Let nme nmake sure | understand the
question. As far as rolling out DDR technol ogy, the
respective conpanies, are they all simlar with their
execution of DDR rollout?

MR. G AMALVA: Right. | want to find out if the
roll out of double data rate and then the subsequent higher
speeds of double data rate, if there was a difference
between the timng of Hynix's rollout and those of Infineon
and Mcron, in particular.

MR. SWANSON: Well, actually, our double-data-rate
production, we're increasing that right now This quarter
we've had a fairly large transition fromSDR to DDRin this
gquarter. Next year, we view it to be, for instance, about
85 percent of our production will be DDR, so we're rapidly
transitioning.

Now, as far as the relative positioning between
conpanies, | think everybody woul d recogni ze that Sansung
probably was the | eader in DDR as far as shipnents to the
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industry in DDR and that Mcron and Hynix are pretty close
to each other with their rollout, and maybe I nfineon a
little bit behind.

MR. G AVALVA: Al right. Thank you.

MR. CONNELLY: Well, | can't give you the details
about the relative speed of the rollout by Sansung vis-a-
vis, say, Mcron except to say that M. Appleton said
Sanmsung was way ahead of Mcron in rolling out DDR, but with
respect to the details of that or what the econom cs of that
meant specifically, |I don't think we can say today, plus
it's confidential. But I think we can give you sone figures
in our post-conference brief that m ght help show the speed
with which at | east Sansung brought DDR to market.

MR. G AMALVA:  Also, | would be interested in your
addressing whether the U S. facilities for Sanmsung and
Hynix, if they rolled out the production at about the sane
time as the Korean facilities, Samsung and Hyni x.

MR, PORTER: Do you want an answer now?

MR. G AMALVA:  No. In your post-conference brief
will be fine.

And then for M. Swanson, you nentioned that when
you quote a |l arge customer such as IBM you have certainly a
ot nmore than just the price of the DRAM goes into the
negotiation, including, if I heard you rightly, a commtnent
for a certain share of production to be attributed to that
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custoner. |Is that a certain share of the production in your
U S facility or a certain share of production in all of
Hynix's facilities that would go into that discussion?

MR. SWANSON: As far as what | was trying to
illustrate there is that the demand is worldwi de froma
conpany like IBM so they are purchasing around the worl d.
And so when we negotiate wth them we're devel oping a plan
to support themat all of their facilities around the world,
and it's a conbination of production out of all of our
facilities in the U S. and in Korea.

MR. G AMALVA:  So the quote woul d concern DRAMs
that were produced in all of Hynix's worldw de facilities.

MR. SWANSON: That's correct.

MR. G AMALVA: Is there a difference in the
product m x between your U S. facility and the Korean
facility?

MR. SWANSON: At times there are. | think you
m ght have known that a couple of years ago we nerged with
LG Now we have a synergy process, so all of the fabs are
running simlar processes now, so the capabilities are
simlar in the facilities around the world. So at any given
time there may not be 100 percent coverage, let's say, in
the U S. manufacturing facility that there is in Korea.
There is a larger capacity, as you know, in Korea. But we
try to have a large breadth of product as well in the Eugene
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facility here for our custoners.

MR. G AMALVA:  And, M. Connelly, | have pretty
much the sane question. You noted that Sanmsung has a high
percentage of its DRAMs are the noncommodity DRAMs, either
RAM BUS or the specialist DRAMs. |s that product m x the
same in the U S facility as in the Korean facilities, or
are there differences between the two?

MR. CONNELLY: | think generally we can say there
are differences, and | think this is sinply typical of any
gl obal producer. You al ways have to start your pil ot
production somewhere, and for Sansung they start in Korea.
Once you' ve got the process down, once you get the yields to
an acceptable | evel, once you understand how to inprove your
yi el ds, then you can start noving it around the world. |I'm
sure the same is true with Mcron, except they just may nove
it inreverse fromthe U S. overseas.

MR. G AMALVA: So the Korean facilities would have
a higher share of the RAM BUS and specialist DRAMs, or is
t hat not accurate?

MR. CONNELLY: Let ne answer that in the brief, if
it's okay.

MR. G AMALVA:  kay. Thanks. And, finally, |
guess one | ast question is, when your OEM custoners qualify
Hyni x or Sanmsung DRAMs, is that qualification based on a
particular fab, or are all of the DRAMs worl dw de qualified
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at pretty nuch the sane tinme?

MR. SWANSON:. Cenerally speaking, it's not by fab,
but some custoners do require that. Some are nore
sophi sticated than others in their quality and requirenents
that we have to neet, so it's not really a uniformty
bet ween custoners. Sone require auditing of a fab and
visiting the fab. For instance, if you started in Korea and
went to Eugene, they may, before you started the Eugene
shipnents to them they would require you to go ahead and do
an audit. That's not typical. There's only a few custoners
that really are that sophisticated. So generally once you
qualify a part, it's qualified in nost of the fabs.

MR. G AVALVA: M. Connelly, is the same true for

Sansung?

MR. CONNELLY: We're out of my area of expertise
at this point. 1'Il get you the answer, though.

MR. G AMALVA: Al right. Thank you. That's al
| had.

MR. FEATHERSTONE: M. Baker?

MR. BAKER: No questi ons.

MR, FEATHERSTONE: M. Carr?

MR. CARR Bob Carr, Ofice of Industries. | had

a question simlar to the Petitioners' earlier today. To
what degree do donestic and Korean DRAMs share the same
channel s of distribution, for exanple, sales to CEMs versus
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di stributors and spot market sal es versus contract sal es?

MR. SWANSON: | think actually as far as the CEM
custonmer base, the large, multinational accounts, we're very
simlar to all of the major producers of DRAMs in that
category and also simlar in the spot market as well. W
have chosen not to be a large participant in the
di stribution portion of the business, which is franchise
distributors. The termnology is alittle different around
the world, but using a U S. franchise distributor is a very
smal | portion of the market, and we do sone business through
t hat channel, but it's very small. So Mcron and Sansung
and others are nmuch larger than us in that particul ar
segnment of the business.

MR CARR M. Connelly, is it the sane for

Sansung?

MR. CONNELLY: We can give you a little nore
detail ed breakdown in the brief. | think your question is
generally true. | think that it is generally true that

Sanmsung focuses on the |arge accounts. They call them
"gl obal accounts,” companies like |I nentioned, the household
nanmes; that's the predom nant portion of their business, but
then there are other segnents as well. | can break them
down for you in the brief.

MR. PORTER | think in your questions about
di stribution, I also, though, think you should | ook at
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different types of DRAM products, and there | think you wll
see a difference anong the different suppliers. Over tine,

t here has been nuch nore fragnentati on of the DRAM products.
Suppliers have to offer nore and nore different types of
DRAM pr oducts; and, therefore, suppliers have kind of carved
out their respective niches.

As we heard, Sansung is, you know, not the only,
but they are the king of the supply of RAMBUS. Hynix is
very strong in graphics. Hynix also has a bit of a niche in
the so-called | egacy products. There is a ton of publicly
avai | abl e data, and what we will show for you is that really
when you | ook at by product, the so-called commodity
conpetition starts to break down. Different suppliers are
focused on different types of products; and, therefore, the
conpetition in certain areas is rather attenuated.

MR. CARR (Okay. Thanks. So there m ght be a
general area of products that everybody m ght supply, but on
t he periphery there are itens that perhaps only one or two
conpani es m ght specialize in or supply.

Are there differences also in terns of the end
uses for the products? For exanple, | understand that RAM
BUS m ght be used often in consumer electronics
applications. For the other specialist DRAMs, are they
destined for products other than perhaps the PC market, and
in that sense do they not necessarily conpete with the
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vanilla or comodity-type DRAME?

MR. SWANSON:  Yeah. | think a good exanple of
that is graphics. For instance, typically they are not
using as high density parts as the main conputer
manuf acturers are using right now for their main nenory, and
there's differences in architecture, |like, usually they are
a wder type of architecture. So there are things |ike
that. Al so, the consuner electronics uses, again, |ower
density product. They don't need as high a performance,
maybe even | ower performance in the conputer market. There
i s now bei ng devel oped sone very | ow powered DRAM for
i nstance, for the cell phone market which would not be used,
for instance, in a major PC application.

MR. CARR Ckay. Thank you. | don't know if it
woul d be easy to nake a general statenent, but are there
itens or end-use products that perhaps the Korean suppliers
sell into that the donestics don't or vice versa?

MR. SWANSON: | think nost conpanies are trying to
be as diverse as they can to support a w de custoner base.
It's just because of the big swings in the industry, you
want to have as many qual s and market places as possible to
be qualified. So it just depends. Sone have focused, as
Dan said, a little bit nore on one versus the other. One
mght be a little bit stronger, for instance, in disk drives
because they are keeping their fabs optim zed, let's say,
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for | egacy products versus sonmebody who is noving on. As an
exanpl e, maybe Sanmsung is focusing on the very high end, for
i nstance, because they have sone capability that
differentiates thenselves. So it does vary depending on the
mar ket pl ace.

MR. CARR (Okay. Thanks. Just one nore question
in that vein. | believe earlier Mcron nade a point that
still the vast, vast mpjority of DRAMs are consuned by the
conputer industry. Do you believe that's the case, and do
you see in the future is that likely to change at all in the
near ternf

MR. SWANSON: We do believe -- it's true that the
conput er market segnent is still the largest and will remain
over time. However, there are other marketplaces that are
starting to energe. One that could be very large is, as |
menti oned, the cellular phone marketplace. Typically, right
now that's been a static RAM or pseudo static RAM has been
the maj or nenory conponent in that particular application,
but as DRAM devel ops its technol ogy, that could have sone
very significant inpact on the conmunications portion of the
mar ket going forward. And then, again, a lot of wireless --
whenever the econony turns around, hopefully soon, here,
we' |l figure out that sone of the wireless applications wll
grow. So there are other niche ones, but certainly the
predom nant will continue to be the conmputer and peri pheral
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mar ket pl ace, but we do see opportunities for, again, nore

fragmentation there.

MR. CARR  Thank you. | don't have any
addi tional .

MR, FEATHERSTONE: M. Stewart?

MR. STEWART: No questi ons.

MR, FEATHERSTONE: Ms. Noreen?

M5. NOREEN: Ms. Bishop, your figure of the 85
percent was fab, and 15 percent was assenbly in terns of
costs of production.

M5. BI SHOP:  Yes.

M5. NOREEN: And that is really in conplete
agreement with what Mcron said earlier this norning --

M5. BI SHOP: Essentially.

M5. NOREEN: -- as far as the early part of the
generati on.

M5. BI SHOP: That's right.

M5. NOREEN: What would you say in ternms of the
end generation, for exanple, maybe the 64 megs or sonething
now?

M5. BI SHOP: Actually --

MR. PORTER | would like to ask M. Kimto answer
t hat questi on.

M5. BISHOP: CQur client.

MR KIM At least in our conmpany, that is
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incorrect. |If we produce four neg or one neg DRAM we can
produce die costs trenendously down |ike 50 percent conpared
to assenbly costs. But right now we produce 200 PC DRAMs
because market does not -- us. W cannot produce any nore
one neg or four meg DRAMs. This neans if we produce one neg
or four nmeg DRAMs, maybe we can produce over 2,000 dies per
wafer, but at this time we cannot produce -- any conpany
cannot produce, as | know, 500 dies per wafer, so that is
incorrect, as | know.

MR. PORTER | understand your question. Let ne
attenpt a general answer, and then what we will try to do is
to map out over tinme the actual experience of Hynix. You
correctly identified, of course, you know, at which point in
time you do the conparison, and that is a fair question
Certainly, as tinme goes on, okay, depreciation is a huge
cost of a new fab, and it's a huge cost of any new upgrade
in equipnment. Okay? In this industry, | think we heard
it's roughly three years.

So as you start to get down toward, you know, the
end of the third year for that particular DRAM of course,

t he depreciation of equipnment will be down, and maybe the
relative of cost differences will change. But then what
happens? You have anot her upgrade, and so really the
guestion is, you know, it's possible, which Mcron did in
their subm ssions, to pick a point in tinme that maybe it
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woul d inch up toward 30 percent, but if you take all of the
upgrades and all of the new fabs into account, | think you
will see the 85, 15 percent over tine taking into account
new generati ons of products.

M5. NOREEN: Ckay. You're going to check on that,
t hough.

MR. PORTER Yes. Wiat we're going to try to do
for you is give you a historical tinme for a single product,
but then the conpany's experience as a whole over tine.

M5. NOREEN: And along with that you woul d give
us, then, an average of what it would be for -- | guess
that's what you --

MR. PORTER Yes. I'msorry. That's the second
part of what | was saying.

M5. NOREEN. Okay. Good. Hynix has this fab in
the United States. Do you case in the United States?

MR. PORTER: No. All casing is done in Korea.

M5. NOREEN: All casing is done in Korea. So then
| woul d presune that any sales that you have in the United
States of U S. dies were sent to Korea to be cased over
there and then cane back to the United States and were sold
here. Correct?

MR. PORTER  That's correct.

M5. NOREEN: So then | have only one nore
guestion, and it refers, again, Ms. Bishop, to your slides
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at the beginning. Wen you were saying there was no benefit
of subsidies, is this correct that you were saying the U S.

M5. BI SHOP: The U.S. operations --

M5. NOREEN. The U.S. operations --

M5. BI SHOP: The U.S. operations do not benefit
fromthe subsidies occurring in Korea.

M5. NOREEN: But the U. S. operations produce a
product that there is no sale for -- is that correct? --
until 1t's been cased, or is there -- am| m ssing
sonet hi ng?

MR. PORTER. No. |If I could take a stab at this,
honestly, | think the issue of when the U S. operations
benefit fromthe subsidy is irrelevant here, okay, because
t he Conmerce Departnment has determ ned that the only thing
that you are to l ook at with respect to subject nerchandise
import penetration is where the wafer has been nmade in
Korea. W can sort of have debating points about, you know,
whet her the U S. benefits fromthe fact that there is
casing, and there are sone all eged subsidies going on there.
But | don't see really where that gets us because the
Conmmer ce Departnent has said this is what subject
mer chandise is. That's not going to change, and so |' m not
exactly sure | see why you' re asking a question about the
subsidies on the U S. facility. Again, I'mjust not sure
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where that's going.
M5. NOREEN. Well, the only reason |I'masking is
it was on your slide, and it was a point that you raised, so

| was just wondering --

M5. BISHOP: Right. It is relevant to the related
party inquiry, and we'll brief it. W'Il cover that in our
briefs.

M5. NOREEN: Thank you very nuch

MS. BI SHOP: You're wel cone.

M5. NOREEN: No nore questions.

MR. FEATHERSTONE: Ckay. Thank you very nuch for
your testinmony and answers to the questions. Wth respect
to the slide issue, we'll concede that our rul es perhaps
have not kept pace with technology as far as presentations
are concerned. However, it does seemto ne that information
was presented here that the Comm ssion isn't able to
eval uate, nor are parties able to comment on because we
don't have it on paper. So while we try to get our rules to
make it abundantly clear to everyone, we would |i ke you to
file a copy of the slides and serve it on parties as soon as
you can, preferably this afternoon, no | ater than Monday.

MR. PORTER If the Conm ssion wants this
subm tted for the record, we will do it this afternoon and
serve it on the parties this afternoon.

MR. FEATHERSTONE: Thank you, M. Porter. And we

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O d~ W N - O

137
will attenpt to clarify this. W are noving into an
electronic filing world, in theory, very soon, so we know
we' re behind the eight ball on that.

MR. FEATHERSTONE: M. Kaplan, would you like five
mnutes, ten mnutes? GCkay. W'Il take a ten-m nute break
and then return for closing statenents. Thank you.

(Whereupon, at 1:05 p.m, a brief recess was
t aken.)

MR. FEATHERSTONE: Can we resune the conference,
pl ease? Wel cone back, M. Kaplan. Please proceed.

MR. KAPLAN. M. Appleton will begin.

MR APPLETON: Well, it's now good afternoon.
asked G| if it would be okay if | started the comments that
we had right now because | heard so many m sl eadi ng comments
that | wanted to respond to them and, of course, G| was
afraid that he would have no tinme left by the tinme I was
finished. Wth all due respect, M. Connelly, | don't ever
recall saying in nmy entire career that Samsung was way ahead
of Mcron in anything.

You know, often -- | read sone of the coments
that were put up on the screen -- often we are charged as
executives wth trying to bal ance between keepi ng investor
and enpl oyee confidence versus the underlying industry
status, and that's just a burden that we carry that we

obviously try to take into account as we speak publicly.
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| want to address a couple of things very
specifically. Wth respect to the capacity that was pointed
out that was gained by Mcron, as | nentioned in ny
testinmony, that capacity already existed. That was not
capacity that Mcron brought on. [It's because conpanies
were driven out of the business, if you will, and because
there was no other place for themto go.

| think it's actually fortunate that we were in a
positi on because of our financial nmanagenent to be able to
t ake on sone of those burdens, including the people that
exist in the facility that we nost recently acquired in
Virginia. Yes, they have | ess people. In fact, they have
about 500 | ess people, but we were able to nonethel ess save
t he thousand people that are still there, and it did add to
our output, but it was actually |ess output than already
exi sted in the market when we acquired the facility.

| find it interesting when we tal k about how this
industry is healthy, or the opposing side tal ked about how
this industry is healthy, do you really think that Toshi ba
woul d have sold us a facility that they built for over $2
billion for $300 nmillion? Do you really think that Texas
I nstruments woul d have sold us their operations when they
had spent over three and a half billion dollars on themfor
our stock worth about $700 million? O course, they
woul dn' t have.
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The conpetition that exists in this industry has
been for a long tine, but we have been incurring this
difficulty over and over and over again, and | think that
what you are in large part seeing is conpanies giving up on
trying to fight capacity that ultimately doesn't fall away
like it's supposed to, inefficient capacity that's not
falling anay like it's supposed to, and continuing to be
subsi di zed.

Switching quickly to this pricing issue, pricing
is the key factor in your ability to sell product to nost
custonmers. All of the customers that were listed up there
are the sanme custoners that we sell to. In fact, pricing is
often used as a | everage to obtain qualification, and
underpricing is used often as a | everage to convince a
custoner that they should try to qualify you to bring on
your product |ine.

Wth respect to injury, it's somewhat ridicul ous
to listen to the comments that there has been no injury.

Last quarter was Mcron's worst quarter in the history of
our conpany. W lost nore noney in the last quarter than we

did in the history of our conpany. Wen we cane out of a

cycle that was okay, we started with $2.2 billion in cash.
W are down to a billion in cash, and, by the way, we raised
that billion in cash on normal market terns in order to have

t he cash bal ance that we have today. So it's continuing to

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O dM W N - O

140
come down, and, frankly, next quarter our cash bal ance w ||
be even less by a significant anount.

This industry is not healthy. It has been
infjured. It's worse than it's ever been in the history of
nmy experience, and | would chal |l enge anybody in this room
if this industry is so good, how many people here are taking
no conpensation for over a year? | am Do you really think
| would be doing that if everything was just great? O
course, | wouldn't.

MR. KAPLAN: Thank you. Let nme just address a
couple of the points in the brief period of tinme. Wat the
Comm ssion has before it is a case that was initiated by the
Department of Commrerce. |If you | ook at page 100 and go on
in our petition, many, many subsidies are discussed with
respect to Sanmsung as well as Hynix. For the purpose of
this prelimnary determ nation, the Conm ssion has to | ook
at the initiation and the subsidies alleged on Sansung and
on Hyni Xx.

Wth respect to the |ike-product issues that M.

Bi shop addressed, the Comm ssion has decided those. They
have deci ded what the domestic industry is in terns of
assenbly and in terns of wafer fabrication. There is
absolutely no reason to change that decision. |In fact, it's
even nore right nowthan it was in the past because assenbly
has becone a greater share of the overall costs of
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production and hasn't becone | ess, assenbly and test, which
is part of the assenbly phase.

M. Swanson tal ks about how some purchases are
made of fshore, and it's a worldw de market. This is a
countervailing duty case. |It's a subsidy case. The
subsi di es i npact the production. The production cones into
the United States and harnms United States producers. Maybe
it harnms people in other parts of the world. WMybe there
woul d be a case in another part of the world. Well, there
is a case in another part of the world. There is a case in
Europe. This is not a dunping case. This is a
countervailing duty case, and the subsidies which have been
given to the Korean producers have harnmed the U S. industry.
They may have harned industries el sewhere, too. Maybe you
will hear fromsone of those other industries. But the fact
that some purchases may be nmade sonewhere el se, and then the
product comes into the U S. and hurts U S industry is not a
defense to whether there is injury.

| found it very unusual that M. Swanson and then
in sone of the other presentations tal ked about the major
custoners of Hynix and the custoners of Samsung: [|BM HP
Conmpaq, Dell, Gateway, Apple. Those are the custoners of
Mcron, too. It's no secret. Those are mmjor customners,
and we're conpeting head to head, and the subsidies are
t aki ng away sales and |owering prices that we would
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ot herwi se be maki ng and that Infineon would otherw se be
maki ng.

M. Connelly tal ks about price effects and whet her
there is a nexus between the prices and the subsidies and
the like. The statute tal ks about the inpact of the
inmports. O course, it also talks about volune. It's not
only a price statute, though price is very, very inportant,
but volune is, too, and the volune of inports is very, very
| ar ge.

| don't knowif | can add anything on injury to
what M. Appleton said, but, being a |awer, | can't keep ny
nmouth shut all of the tinme. What's happened is that Hynix
has added an enornous anount of capacity. Sansung has been
subsi di zed. Hyni x has kept capacity on board that shoul dn't
have been kept on board, and this has had an enornous i npact
on the market.

Let's | ook at the normal indicia of injury.

Vol ume of inports is increasing. You'll have the nunbers.
Those nunbers flash on the screen. | guess you'll have

t hose, too, but you'll have the nunbers in the questionnaire
responses, and you'll be able to | ook at them and see what's

really going on. But the volunme of inports is increasing.
The inmpact on prices: Increased supply from Korea has
depressed prices. And the inpact on donestic industry:
There is a negative inpact on nmarket share, on
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profitability, on growth, and on investnent.

| think it was M. Durling who said don't |ook at
the profit levels or the I evel of operating inconme. Well,
operating incone is an inportant factor in injury, and the
operating income, and | don't think I'm saying anything that
hasn't been said before, has not been good here. W' ve had
a billion dollars of |osses at Mcron | ast year and a
billion dollars of |osses at Mcron this year. Operating
income is certainly a key factor and has been very
significant.

Tal k about cyclicality and the cycles in the
industry: If you look at the prices here, the prices have
gone well bel ow any | earning curve or normal cyclical trend.
M. Love discussed that, and we will discuss it further in
the brief. The real problemis here that capacity during a
down cycle usually gets closed dowmn. The exact opposite has
occurred in Korea. More capacity has cone on, and capacity
that is inefficient, nonmarket capacity has not been
downsi zed; it's been maintained in all its respects.

| would just conclude by saying again that the
traditional factors in injury are all shown here. Operating
| osses, significant market share, drops in prices, inpacts
on prices; those are the key factors that you need to | ook
at, and | think, given the very significant inpacts which
are clear fromthe public data and which will be clear from
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t he questionnaire responses once those are all anal yzed,
believe, |I think there is a very clear, prelimnary
indication of injury in this case.
We appreciate your time, and we'll have sone nore

to say when we file our brief next week. Thank you very

much.

MR. FEATHERSTONE: Thank you, M. Appleton and M.
Kapl an.

MR. DURLING For the record, JimDurling with
Wl kie, Farr & Gallagher. | would just like to close by

hi ghlighting a few things that this case is not about.
First, this case is not about supply. Rather, this case is
about relative supply, and one of the crucial facts the
Comm ssion has to grapple with is if Mcron is right, if
Korean government subsidies are having all of the adverse
effects that they are describing, why is Hynix |osing market
share, |osing nmarket share globally, |osing market share in
the United States?

Second, this case is not about supply. This case
is about inports and inports into the United States narket.
If Hynix is shipping DRAMs to a custoner outside of the
United States, if those DRAMs never enter the United States,
they are not subject inports subject to the Conmm ssion's
review here. Under Mcron's theory, if Hynix were shi pping,
you know, a handful of DRAMs to the United States, that
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woul d sonehow create all of the injury, and they are trying
to essentially extrapol ate gl obal phenonena into the U. S.
market. But it's inportant, as the Conm ssion goes forward,
to understand that your mandate is to | ook at the role of
subject inports comng into the United States and what are
the effects of those inports in the United States. |If the
subject inports are not causing the injury, then there is
not a legal basis to inpose countervailing duties here.

The third thing this case is not about: This case
is not about Samsung. No good-faith reading of the
petition, no good-faith listening to the presentation this
norni ng woul d | eave anyone with the inpression that this
case i s about anything other than Hynix, and that's the
central dilemma with Mcron's theory of the causal link in
this case. The alleged subsidies all go to Hynix, but Hynix
has been | osing market share. There is virtually no
all egation with respect to Sansung, and Sansung has been
havi ng sone increase in market share. But even if you put
t hem both together, Hynix and Sansung t oget her have been
relatively flat in the market. The gain in market share has
cone by the U S. producers, in particular, Mcron.

The fourth thing this case is not about is the
case is not only about profits. M point was not that you
ignore operating profits. | recognize it's one of the
statutory factors, but it's one of 16. The central nessage
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of ny presentation today was | ook at the other factors, and
| know there is a tendency in cases to focus on operating
profits because it's an easy nunber to understand, and there
is a tendency not to put as much enphasis on other neasures
of financial performance. But ny request today is that this
is a case where it is critical for the Comm ssion to | ook
nore broadly, not outside the statute. [|'mnot asking you
to go outside the statute; I'msinply saying | ook at the
ot her statutory factors, not because | think they are
i nportant but because the donmestic industry thinks that
t hese other factors are inportant.

The fifth thing this case is not about: It's not
about signals. The Commission's job is not to send a signal
to governments around the world. The Commission's job is to
| ook at the facts, to look at the law, and to nake a
decision that is based on the facts and the aw. This case
is not about history. This is not about Japanese behavi or
in the 1980's. A substantial part of what you heard this
nmorni ng was kind of reliving old trade conflicts. This is
about a particular set of facts at a particular point in
time. 1It's about now, it's not about the past.

And, finally, this case isn't really about our
words. | apologize if there is some concern about the
slides. W'Il serve themat the end of the day. But to be
honest, they don't need to wait for ny service copy to see
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what was on the slides. | counted out of the 65 slides that
went up about 70 percent of themwere sinply copies of
slides fromMcron presentations. There is no el enent of
surprise here. W sinply took their presentations to the
rest of the world and pulled out slides to say here i s what
t hey have been saying. So not our words; their words.

MR, CONNELLY: 1'Il be very brief. As far as the
Petitioners' presentation today with respect to Sanmsung, |
think we can boil it down by saying if we say it fast
enough, and we say it often enough, naybe sone of it wll
stick. If we say there are subsidies, and we say the vol une
is large, and if we say a DRAMis a DRAMis a DRAM nmaybe we
can pin injury on Sansung and Hyni x together because we know
we can't pin injury on Hynix alone for all of the reasons
M. Durling said. But | think it was very revealing today
and inportant to us that you all recognize that there are
very significant differences between the two Korean
respondents here and that there are very significant
differences in their product m x and ways they do busi ness,
and |'msure that your analysis will reflect that.

Certainly, our brief wll.

Two other points. | lost count today, | think at
five, when | heard the word "Hynix" and the word
"aggressive" in the sanme sentence. | never heard that with
respect to Sanmsung, and | think that's also very revealing.
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This, again, in their owmn words, this case is about Hyni x.

And, finally, Lynn, | think this may be the |ast
time you and I will be in this roomtogether, although there
may be sonet hing you know that | don't know, but | think
can speak for everybody in this roomwho has had to dea
wi th you over the years, you have treated us fairly. It
hasn't mattered the case. It hasn't mattered which side of
the aisle we were on. W've always felt that we got a fair
shake fromyou, that your door was always open, and it's
been a privilege and a pleasure to have you in that chair.
Thank you.

MR. FEATHERSTONE: That's very kind of you. It's
been ny pleasure. And we do have anot her conference because
we had a filing two days ago.

A couple of real quick remnders that the deadline
for the subm ssion of corrections to the transcript and
briefs in this investigation is Novenber 27. Happy
Thanksgiving. |[|f briefs contain business-proprietary
i nformati on, a nonbusiness-proprietary version is due on the
29t h. The Conm ssion has scheduled its vote for the
investigation at 2 p.m on Decenber 13, and it will report
its determnation to the Secretary of Commerce the follow ng
Monday, Decenber 16.

Conmi ssioners' opinions wll be transmtted to
Commerce and placed in the public record a week later, on
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Decenmber 23rd.

Thank you again for your participation.

conference is adjourned.

(Wher eupon,

concl uded.)
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11
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proceedi ng(s).

Bet h Roots
Si gnature of Court Reporter

Heritage Reporting Corporation
(202) 628-4888



